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PEEFACE TO T«E FlflST 


^wi exhSfcjSi^j^e banking enquiry of? 
1929-81, }mB madff'b4^fhmous «n^ridl ^2Q,000 pages jn 
print) available for tht of banking ^But 

it is too vast, confusing and teehincSixfop/K,^*. - .inaiy 
reader- I^n the reports of the C^traf^thli, * .^finclal^ 
'^*aiikiSf!g Cwnmittees, jrith their dissenting mimtee, are’ 


from theses “drawbacks* Mareover, important^ 
deveio^lnents in banking* i have taken pUce sir^e tHe 
n of the enquiry. The aim cf the 
pfeges, therefort, is to give a' clear and up-to-Sate ocoounu* 
of banking in India, within ^teaBonable eoanpass, and 
in as simple a langiUge as p^ble, for the tbenefit of 
the ordinary reader. The writer has endeavoured io 
make a full use of al^^f} material available regarding 
the subjetJt** 


PREFACE TO THE ^''^FTH EDITION 

As several im^rtant developmeE^^ hi^e tain’: ^lac'V 
in the banking eyetenj of India since the publication of 
the fourth edition of this "hookj this fifth edition /tlso baa 
betp thoroughly revised lAid brought up-to*dat^i^ and 'soino 
of ^he -chapters have been partly rewritten or enlarged* 
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)0 inffVijV^ion h regurdiiiK theit 

rftiiit SIR a pRjfbssion flty at^cction of tJto oonutuinitj*, 


i. Jiuli^enoiiB Banieis.- 5 Al{lioi 51 i evidcix* regijiAljDg 

the .of moneyJeiidii^ oper&il^ns ia 

found'^l.'^ t\^^!*rrce\t^^5re the limes^ t.e. ilO^) 

mo 

purftiiit 

till iit)0 n.<j* Proiri ihis time OTiwaiflH, fndin^ ^WKsessed 
\i nysloni ul^^aiiking, wliieli admirably.fii!lifted her Tioecla 
^ and |>roved‘l^eiudlciaf to fier, sdtfioifgh its metlKxJp 
were dill'erent fiotn Hio^e of ntodorn Western banking, 
»'nu ‘^‘■oinlure nf Lfie *hnddliiHL periocl* suppJiesj ample 
evidonctt’i itf the existonet'ur sreJithh, or bankors^ all 
tti^ i*ipy'tjint tinifle eeni jmd of Uiei? uidn-spT'Oad 

mflucnoe h\ tht! life oi llir counnunitv, TTlunr clhof 

■ 

srtdivilv waR to lend nioiioe toMniders, itiere.hiLnt- 
<ulvent.nrerR who went |o fujoign VomstnoR, 1r> explorers 
wfui Jnsirehet^ IhroiJjdi for^-slR to or eover valiialde if^oteir 
rials, ami to kings* wliu in dinjeulties duo 

to Win- uj' oth^jr reisons,flio [dedgo id' movable 
or iiunioviiblo [^ropor(:\ or per'^orisil surety. ^ a 
IT^rry was praelised bul was tield in conlenipl- From 
lire hn\i^ of ilyrm, i( iti*jjiey-leiidin^ and 

Sillied pri.;bletns had sif-suffli-d eonsidersdilo iinportaneu, 
and Hull jtejv>sit banking m form fiad iirta 

exislence by Llie sceond or lliir'd w^olity ('lu istiaii 

■era,® Kautihat'R .^thasuslra Isfid dow!» bf Jivul per* 
iwmt as the niaxinuiTn legal rales of irUerest fjer smrijim 
tn* soemred and iin£?ccnred^loaii,s respectively. bvj? per- 
'rnbled it inaxiiniim nf '2404 per cent if the nsl^^vas dpe* 
(ually heavy. 

Hundis or indigenous bills of excbstTigo came into usfi 
fMn*llie ?iXh century, and it apfiears from the wrtt^fngS 
of a few Mu^m/bistorian,*, Eiiix>j j?as travellers* St^t^ 

^' StT*-J'^edic IriJex of Kame* and si^ubjocts bJ'^Ma^iloEiTieJl ilnd Kaitl^ 

Vtil, I, p. m. X * 

■* fkv Cttmhridge u/ Tudia. Vo!. T. p. 21W, 



BACKING iN INDIA'S 

■ records imd fX\e Aini-Akbari that* both'' under 

and Mo^ful rt^^a in Indi^ indigei^j* 
play<}d * fj ^)rom*iiient, part in lending money, financing 
^ftnd foreign trade,, with cash or bills, aii5 giving 
fini^ne^ial asMstance to Rulers during periods of stress.* No 
exact avpJIable regjir^^^ i . -tes of 

intere/^t charged In- ^heln', but Ft ar'jf/Sai^ cOe evi¬ 

dence that is available» that they* wefe |iigher than those 
prescribed hi 'Kautilya's Arthasistra. 

During^ the Mogul rule the issue of various kinds of 
metallic money ir. ditl'erent parts of the ®:'untr^'' gave 
^ the iudigeiious' bankers great opportunities^tor d^elop^ 
ing the very proiitahle 'V>f moiiev’chitngjii^, Htnd 

the most impoitant anumg y.ieni were app^intc^u ftiint 
officel'K^ fovtinuc col iec tors, badkers ami rnouey-i hanger a 
to tTOvej'ument in various part?i of the EinpirA Many 
of fhcm wielded great iii/lucnce in Llie country, and 
thosi! amony; them vvrro came t<> be known as Jagat 
ISetlis J^^*orUi bunkciifv^.in the L'7th and 18th centurieH 
’jx>sse.4sed as great a fiower the private l>^jnkers of any 
Western coiinLiy. The igtligvmous bankers, however, 
could not develop to any oxieiit the s^^steiA of obtaining 
dep/sits regularly from the public and paying interest 
on thern, and those who made savings either hoarded 
thenn or tent *heni \-vf^.rie Js and neighbows. The 
reastni "secins to be that many of them combTned tntde 
with hanking, hiisniess: this combination r^ticed the 
Htabili\Y of‘/.heir hanking business, and ^produced an 
unfavourable rcuciion upoi* banking development in 
India. ' 

The Bnglisli traders that came' to India in the 17tli, 
ceiitiiry ^ could not iiiake mnoh use of the indigenous 
bankers owing to their ignorance of the latter's Janguage 
Jind owing to the latter's inexperience of the finance of 
the ^former's trade. ^Therefore, althoujfh ti e jSast Indi^ 
.Company establ^he^ connections with ^h^ bankers, bor¬ 
rowed Guilds frr.ii them, and for the few''‘y€Sijrs 

^collected a poifion of the land revenue through tibem^ 

' the Englisli agency houses in Calcutta and^ Bpmb^ 



OF ‘BANBINd JN biB\ 

* * I ' ' * * * 

'Jfegan'^'lo c^^duct'banking bueig^sa beaides theij oom-* 
merciaPT^iisineas. Jrora this Time, the busiucas and 
power Of the indigenous bankers be^n to wane ,**altboi]glr 
the East India Company supeesafuJly preVentid the e^ta- 
blishme^+.^in .India of banka ^on Wefit^m lii^^s for a 
co]isidd: 5 bl^-^ Ifiljer,"''/! thf ground ttfat the agency hSuses * 
and the indfgenouil' b^j^ikere wei'e? inort^ suited to tha 
banking requireirTeats oi the «ountry. * . * 

Other causes also operated to brinjf about the decline 
of the indfg^cjious bankers. The continuouB warfare and 
chuofi^tliat i^^ulted from the break-up of the Mogul Env' 
pire >«eriously checked their activities' ^ Rome of them 
^wer(. li times unable to their promisee, had to itisort 
to (juestionahle practices, *and found their clhims not in- 
froqu^;*^}'/.- twaded by tlu^ir de^htors, some (S' Werb i 

ruling princes. Vurthcr, fhey losiT their profitable money- 
changing business from 18^15, when a uniform* currency 
was established throughout tlie crflyitry. More<^er, the 
diversion of tvade from old to new routes and the change 
in the basis of India’s t yule ^relations wjth other coun¬ 
tries, that w#re brought aI>out by the development of 
railways, atciimships, iiost anil telegraph, affected Their 


bu.siiiesK advemly* Tlicir dedinc^^iuid the gradual ex¬ 
pansion 'C'f English trade (y^ in I^dia led thv East 

India Comjjany to abandon its opiKisition to the esta¬ 
blishment* of banks on Western lihei^ in India. Conse¬ 


quently, such banks and Ctovernment ^treaH#l*ieK tg* 

be establishes, and*they accentuated \he decline of the 
iMigenous bankers.’ Witli reduced resources and* a 
^ftmaller scale of business, t^iey began to find tli^nlfeelyeB 
handicapped in their com petition with conimerdiil banks» 
and they began gradually to loee gi'ound to them, juefe 
as in Eiipjand the private family ^bankers had t-o givo 
place* to the.‘>largir joint-st^k banks.^ ^ 

They contirVieiJ to have a distind^ a^»*d separi^te exis-' 
tence'^from tke joint-stock banks, (Jefi^^uentJy, thes?, 
two important parte of the banking systeiC have remained^ 


i Blinking in India, pp. 
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;rgnori\nt of the doing^^und method^i di^ eaoh^otti^, wiifc' 
losf* \h both jif them/' The indij^enous {JaniSfS’ hnve 
<ainsfly T<^ntmued tReir a-nt-iquated methods, afid.have 
learnt little frtwn the riord efficient and advanced methods 
of^the jjjint-stock banks, Tlie latter have^ no^^arht the 
.tjooit.jniy and suriplifitv df file 5p.^-ditioiis 

Ihb |>c<jple* and f^ive not to pe^ietrate into 

rural areas iii/wlik'h^tlic vast bn*k of t^ie [)eQpIe live. In 
^ipfte of the proguiK^ of tlie jainUstock banks, a large 
unu>Li')it bf ljankii)g business is still carriff] on by"'the 
iiidigetious haiLknrs tliroughuui India, TheT.Vork^of tlie 
forn *er has so fnr ficen restrich^d to the flirts af'id the 
■ Tni[K>rtajif towfts, (lIaTK^ef]ueji1l V * iigrieulture the, 

intoitial Iradt' in ninrl art'irs, are still dependent to a 
iar^re extent upon the services of the indigenous/^nkers. 
Many of^tJiein alfjo j^ervd us middlerii en betlveeu the 
intenial ?niders and Ih-JKinks, diHCoiiniing the hiindfs of 
the fonoei’ and i'e-di?>'oiintiiie them witli the latter. 

^ *i. The Agency HrfCises, the Presidency Banks and the 
Imperial Bank of IndlSi— TJny Kngliiih agency houses iu 
-Calculia and fjojubay tr> serve as bankers to 

the ^luist Ijidta rfimjjuiiy, tfie lOetnbers of the serviceH^ 
an<l the Kurojjciin niejoljiiiits in India, bad no capital 
of thi'ij- own, and - / jii deposits for their funds. 

They' hnanced the juovetut.i'l of crops, issued j>aper 
moneys and paved the way for the establishment of joint- 
sloeli banks^ Tlie''^ eurliost of these was the'Hindustan 
' siankf wliicIV war. established in L?70 hy one of tiia, 
agency houses iu CakiiLta, and jts business was closely 
coimt^ctcd with these hoiisf/s. But it was w’oorid tip 
in d8U:J,iwdien the firnii of Alexander and Company, wdtb 
wdiich it was intimately connected, failed. The Bengal 
Oank and the (General Bank of India were established 
ibout 1785, The letter was voluntarily ^Ej*hidated in 
179T owing to mebiity to a,im profits^, aira the former 
Jailed lU;little latV'’ jwing to ti severe riiti (ipoii it^^used . 
"by the tetnpor^y I'everses inflicted upon %e Compafly 
TipixKj Sultan, These banks were chartered by the 
India Company, ai^ were followed by bamks 
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under Actj of the In^ln iegislattire. The la^r' 
may DC divided into two ^froupi^, the*first consisting oC 
the three Presicienc;y Baid^p aniEilgamated*^iftto th« Im¬ 
perial Bank Of India tm 1920and the Second^ the* 
Ind^^Ji joiijt-i^ock bankn- % ^ t ^ ^ 

B/ink of the first of the Presidericy Banka,* 

eatiThfifthed in m Hie iBank, of Oalcntta, and 
received itn chuiter the Bank of Bengal in 1809.* The 
Kafit India Company regarded it necessary ^to facilitate 
its own ^iforrciwingfi^ as w^ell as to* facilitate the 'opera- 
-tifjps of 4 M 1 C English traders. In order to be aljU *to 
f^iare in thfs dhvotioh of the bank'^ busitiesB m as^to 
keqi it iivitliin safe the Ocmipany contributed One*- 

fifth of th<^ hank's capftat of f?5tl0,0^>0, add obtained the 
mglit ^to appoini three of its directors. Jts sedreiai^ 
VaR generall? a member fd • the Civil Service. Thft 
charter imposed certain restrictions oti its forking. Tii 
1823 it was allow^ec^ do issue nfftfis, and in T. 8 ^Jp to open 
branches %nd tfi deal in inland exchange, bnt not in 
foreign exchange. ^ 

The, Banks of Bon dm and Madras were* f^Rtablished id 
1840 and 1843 with ti sluvro capital of Us. 50 30 

lakhs res|>ectively, out of which the B;iat India Company 
provided Us. 3 lakhs anck obtained the right 

t’O apfwint some of their directors. Their secretaries and 
treaaurtrs were members of thc'J.p.S. Both*the banks 
vVere allow'ed fa issue notes up to a certai/ amonnt. T|io 
bulk of the shareS of a]) tlie three bank.s were snoseribed 


by Europeans, .Ml of fhoin w'cre given the monof^ly o? 
Government bciiiking. Ih 1862 their right of r.fjte iaaua 
was taken over by GfA'ernment, and as ocfnpenafttion 
they jvere given the uee of Government balances in tha 
Presideim' towna free of charge. , 

. Tfie j*mjk Bombay becamfe involved in tlje wild 
speculation 1 ^ 0 ^'I862-S th9t followed" ?he American *Cwil • 
Woj. and tjie rise in the price of , miffefed aeri^ai - 

loesns, afid was voluntarily wound up k\ 1868, but a 
bank having the same name was established immediately, 
allerwar^d^ with a capital of Bs. I crpre. AHhcpgh the J 
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' depoflitor^^ were repaid fujljt the ehareholdeis tke de¬ 
funct bankjckat nearly the whole of tlieir capital. ter 
this tfailurefi ‘XiJovernment withdrew^ its portion ol' the 
'capitjfl of the^other two'l)anks,#und gave up its right,to 
appoint a iproportipn of the^direcfeors and fl ef^rglariee 

jihd tr^^surers of all tfte three banks/»* '* 

The Presidency lianas Act impofiSd ^striclidna upon 
Jill three banks to safeguard the^ intereats of Govern¬ 
ment tiTijd the .public'which de^wsited fmidH with them- 
The chief rostriotionw were firstly that they prohi- 
' hfc^l from dealing in foreign bills and borrow^ig abroad 
as exchange business wbs regarded risky; secondly that 
ilj'cy were proliihited from len'ling for jnore tliaii 6 
m'onthijf and filially (hat they wuife prohibited from lend- 
^g'oiT the s^cuAty of iinmovi^blB property, as it WLas-not- 
-easily saleable. In retufn most Oovernfitent banking' 
VrKvrk was rMained in tlieif hands, and the prestige that 
this gave iiiem enabled tlioTn to secure a large amount 
of other f>ank!iig business, 'riiese restvielioui undoubt¬ 
edly contributed great deal iO their stability, and in 
spite of thern ,the banks showcfT much vitality' andvpower 
of o'^^inuioi^ But the restrictions were continued even 
after tlie banks had built up a veiy solid position by 
Cjireful fnanagemefit, exchange tranBactions 

had ceased to be speculative owing to the establishment 
of the Gold Exchange Standard. Their unnecessf ry con- 
tinuatiop^ madoy the working of the banks out of date, 
antf pri^ented them from playing as nstful a part in the 
India^i financial sy.steTtj as they might otherwise have 
done.' ^ 

The Preisfdenoy banks ^^&tabIi^hed branches at many 
im|>ortiint trade centres in India, but they lacked ^ints 
of ^*oiitact, the want of which wae often depleted, On 
many hcciisions it was felt strongly that !;heK^^ould!'b6 
'oirfy i>ue bank of Sifa jkind for the whole qoqjlitry. Prom 
ISfifJ Ifj lrf/6 the p^litbility of the conversion the Bank, 
of,Bengal into a ''£ank of India*' was under coneideraiionl 

. JHtjsmj Jn^'an arid pf HM* 

t ■ - 1 ' ( 
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In 1^7, the Secretary and Tr^tpurer of the Ban^ of Ben- 
gat* ill»ce3 before tJie Governftierit of India a ptoject for* 
the amalgamation of tile three Presidency-Banks* ^ But 
the Government of India diJ notrfavourit on' the grounds* 
that Ui6 iuteie&ls of such a big jnstitution miglil run 
counter to,of t^le pubfic : that its influencir might 
overshadoif that, t!je Ggvefnment itself :* that ^ it' 
would be very difficijlt t-o^manage : afuJ that the mer¬ 
chants of the other two important tmde centres’ 
Bombay rMd Madras preferred, ai^d were entitled to, 
Repiirate'Jiauks to promote their own intcreetH nitd^ 
convenience. « 

In 1898 some witfesjes befr^re the Fowler Giirrcucy' 
Committee advocated Hlie establishment» of a *CentraI 
^Bsfnfc,^ but the Government of India under Ijord 6urzon 
*did not favdlir the projiosal.* The Presidency JJanKi? 
themselvea desired to retain their individuality, and were 
npiKJsed to amalgaiiyiition, Th^ Chamberlain Currency 
Commisaiop of 1013 merely suggested the ap|>ointii1fent 
of ii small expert com*Tyttee in India^ to examine the 
^juesti^n. iTlie banking cPi^is of l91H-f7, however, show¬ 
ed clearly the defects and dangers of India's* free ^pkiog 
system, under wliich llie country had no co*ordinated 
b an k i pg poli cy, an d each X' t-on jj u cted its ^ bu sineas 
entirely in ita owt* way 1 Without any control of a central 
inatitiitjon! This lesson was reinforced by the !?xfierience 
fjbtaiiied during the latter part of (Jfe Co-operation 

and co-ordination*of policy on Uie part oi the P?Ssid«?ffcy 
Banks for financing its requirements during the Jatter 
part of the War showed* the advantages and wisdom ot 
this policy* Finally, the danger arose that j? the ^?*resi- 
dency Banks were to remain isolated, one of the big five 
English Banks, or Japanese or Am+n'ican Banke inifeht 
seoirre ’^.r^ssive influence and' predominance in the 
financial sV'stcm of Indfh, by amal^famating with, * or- 
absorbing, some of the banks in India.' PubHc opiiMon 
in India; tAerefore, strengly urged the\creation of a CAn*' 

; See ^Bamuhandn Hau^ lYe^ant Daf Banking fn India, p. 
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Bank; tJie Presidency Banks and (JWvemment ^with- ^ 
drew their oppo^^ition toVpi)e pi'oject; andean Act,5^1320 
jamalganialfed the**trhreef Presidency Banks into the Impe¬ 
rial bf India. At tha time of amalgamation tliey 

had /iltogether 7f> branches, ir total paid-up capitab of 
Rs. 3'^ ero^^es antUa tot;al reraerve of almoB^Rs- j crores. 

ft was intended in 1920 that the''Imperial Bank tjhould 
gradually he devfU^KjdiJ'in^^ tt fiill-'Sedffed Central Bank* 
TiP 132(3, liowevSr, the Hiltt>n YoiAig Currency Commis¬ 
sion rc(jonipjcRded the creation of a separate bank, to 
“he cafllotl the Reserve Bank of India, to central 

fikpliing functimls, so as to leave the Iinpilal Bank 
entirely not,only’ to continii/?, bnt al.sr; to extend 

coiuiimrcial bankijig activities,^ the need lor which was 
nrgent ni the The (^oihinission further recom- 

^luehded that^ the Reserve Bapk should be a shareholders^ 
institution, and tlnit Lfir/tiuanbers of the ^rndian legisla¬ 
tures, conLhil and provinbial, shuujd be debarred from 
Borving as'*directors i>f/he Jhuik, -so as to eliminate the 
daliger nt fvditical fircssurc being exercised mi* the boards 
of the Bank. A. bill ineorjiojfiting these recommenda¬ 
tions was 1 retroducetl b}!' rSovernment in the* Legislative 
jn J927, but was wiilidrawn, because tho 
AssernWy* desired the Bank to he a State institution and 
'a |>ropf3rtifiTi of itivdii^ectVW'ffJtoJ^He members of tho legis- 
■latiire in tho peculiar conditions of the countrybut 
cuntmry fo the principles of .sound centml baukipg gene- 
'rally ai^cpted^n other countries. In 1933, the British 
Govertmieut iniide the creation of a Federation and Ees- 
tVntral Government in fndia dependent upon/ 
the pre^^ms establisbmcjit of tfte Reserve Bank of Iridic, 
and* so anViiJher bill providing for the establishment - of 
the Bsink was intrmhiced in the Centra) I/egislatiire in 
13^3, and wai^ passed in 1934, and tlie Bank commenced 
ito w(*j'k in 1.935. ‘ " 

iShe progi?e8s irf *the three*Bresidency’ Banka taken 
totfelher from 1B70 U> 1920 and of the Imperial Bank^^ 
firom 1931 is shev^n by the folkiwmg table :— 

TflliJw to Baiikf m Xodl*, ISM, p, k ^ 
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3. Indian Joint-Stock * Banks.—The real i^traalun.for 
the estabUshnient of joiiit^atock banks was provided by 
an Act* pibHsed in 1813, which removed all restrictions ^n 
settling in India, Several banks wer^ 
blished on the b*a&ts of un^mited liability^ mainly by the 
Bnglish agency houses. They conducted ordinary bail¬ 
ing busioesfir financed internal trade^ ^d iasned notdk. 
1 - ■ ' ' 
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One of them also gave lo^ns to indn^triei^' and tran^ted 
exchange business, and feother aote^ banter ^ ,the 
East India Company. ^But most of them came t^grief 
liinring the^^efisis of 1829-3^, owing to the combmation 
of blinking ^ith othertbusinest^is and speculation, mis- 
manageineiA^t, and^fraudulen^ use of their (unds, altliough 
tho}" managed entirely by Enropesiifl, and dthough 
thrfs Company assisted ,^8oine of them <Juring the crisia, 
Aftei; the erisjsr, several new batiks were started by 
European houeea on‘the basis of unlimited liability, but 
half of them failed^ by 1860 owing to speciltj^tion and 
riii^nianageinent ^mnnitted by careless auditirjg of tjieir 
accounts, although theso also wei‘e managed by Euro* 
^peaus- Some of them, howevQr/jichievcd considerable 
successi and two bad brandieN'iif'India and London. 

^ Iri*lHdO, an Act was passed permitting the starting of 
^joint-stock banka on the* basis of limi6ed*'li»bility, m ft 
was es 3 Guli«l Uy enable largo business companies to secure 
the large ^ooniits of ca^pital that they needed, but soon 
aftferwjii'ds the banka were deprived of the right of note 
issue. Then canio tlie Atnerk^an Civil* War which, by 
cutting off the supply of AThtricaii cotton to England, 
cauged' unprecedented boom m India’s cotton trade 
with England, and led to an orgy of speculation* A 
large number of hankf^"*'«id^^^l) sorts of other companies 
were formed to take pirt in thfs activity, but all of them 
failed in*a whor^t time, and destroyed public c<jpfidence 
in banl^. Furtjrer, the curieiicy confusion during 1873-93 
dSuaeiV^trade uncertainties, and created an 'atmosphere 
unfayoiirable to the establishment of new banks* Cense' 
quentlj^i from 1865 till the enC of the century, the pro¬ 
gress in th^ creation of joint-j^tftck Imnks was very slow. 
At the end of the century there were only' 0 banjjs with 
crfpital and reserved of over Rs. 5 lakhs, their total paid* 
up capital and reserves being Pts* qrores,*^iind‘foeir 
tQtal deposits Rs**t^crores. 

■ «The* AUahabad Hank and the Alliance Bank of Simla 
yere established^ in 1865 and 1875 respectively, botli 
,^der European management. The latter went into liquid 
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dation in 1923* be^auBe it hacJ locked *up *too*lfti^© .a' 
proportion of jts funds in sylsidiary concent started 
b^Boiiltdn Brothers of Ltjntion, whict it had^absorbed 
bo^fai^tlitate its London business. * Tbe Oudh £oinmerouil 
Bank, established in 18iy, was the firid: btink on limited 
liability to Jt>e managed by Indians. It was followed in 
1894 by tub I^iirjbb J^ational Bdnk and in foOT^by the 
People's Bank of India, bofh lof which were* star|jed 
cliiefly through the tJTorts^of HtAkiBheii LaL *A1J 
of them made good progress, but the iast^ the most suc¬ 
cessful oPthein, failed in 1913; it had lotflceJ up too 
large a proportion of its funds in Jndua+rial investmepte, 
and when its deposit4*rs became .frightened, it found its 
liquid resources inadeljH^te, and the ofher banks declinfed^ 
to come to ita assistance^ t • 


i The Swaileshi inovemeni that began in lSCXi gavomuch 
Mimulus to linking, and'between this year and 
tliti nuTobci uf banks with c£^>ital and resewi^es of over 
Rs* 5 lakhs increaaeJ^ from 9 to 18, with a total paid-up 
capita! ant'^ resen^es of Rs. 4 cror'es and total dfeposit* of 
Rs. 2*2 crores. The nuinljer of smaller banks establislied 
during^ this^period was mdlHi greater. ^Sorae of the pros¬ 
perous Indian banks of the present lime, th^^Bank 
of India, the Indian Bank of Madras, the Central Bank 
of Indiai the Bank of BariJtla, aTid the Bank of Mysore 
were established during* this* period. T)ther large Indian 
banks, ^hat were launched during the period 4>ut failed 
subsequently, were the Indian SpeSie Bjyak, the Bengal 
National Bank, Credit Bank of India, the ^omSky 
Merchants’ Bank, the Standard B|ink of Bombay^ and 
the Bank of Upper Indiif* * 

3^his boom was followed by a banking gi(8i8 during 
1913-^7. During tim period 87 banka failed with a total 
paid-up capital of over Rs, crorea’ which was sliglftly 
mdte thfe hal{ of the total paid-up capital of all 
joint-stock ba^ks that autvived in T947.' The majoijtyi 
of them w|re small and weak, but at least hflf-o-doj^D 

* ^ Sm Statistical Tabl^ relating to Banlta iti India for 1017, p. 
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thetp^were large. Ttfe failures mucL to weabea 
^I^ulblic confidence in Indhn joint-stock iJinking and to^ 
^<^ieck the growth of banfefrg habits m lAdia, anf-tlfaa 
gave a consideraBlc ae/-back to banking developiikent, 

India. 1"^ canaeR of the crisis may be briefly con- 
sideired here. • 

^ipuriflg tfee boom of the decade pret‘fdh^ 'the War a 
Jarge number of mushr^rn banks *grew^' up iit Weatem 
Ipdja, the Punjab* and t&e United Provinces, and having 
deveioj,^ed in good ti^es, and not *liaving existed Jong 
enough to remember any previous crises, they i,?onducted 
^their Ba si ness in violation even of the elementfry prin¬ 
ciples of banking.^ They liad aii^imposing £3^thorized 
^pital, but the subseriBed capital jvas far smaller, and 
the p!ii<J-uj) Crapitat whr srnaUff still. The aggregate 
suhRcribed and paid-up rapitid were only 40 and 14 per 
pgnt* respectively of the authowized capital. ^/Tiie law dii[ 
riot prevent this nialjjractJro, and the banks took advan¬ 
tage. of it to dmiive the flublic, wJi^kdi was ignorant of 
tije^ diirere;ices between 4ie three kftnds of capital. The 
deception of the public was increased l;y th€ adoption 
of Ijigh sounding riatnes by sojjif.? of the banks. 

Tile dclicien-sy of capital made them almhst ’Wholly 
dojai»dt?nt upon de|xi8its for conducting their business. 
Keen rivalry among th^m attnict deposits led them 
to olfer much higlier rates or crest than they could 
reajly affordr if they had conducted legitinmte business 
only, Jn order to bci sible to pay the high rate#^, they 
enij^oyed: ilio fAuls at their disposal in ^hazard£>us enter¬ 
prises, ^Large sums W'ere lot^ked up in .speculative deal- 
irigs [t. silver, pt^arls ^iiul other^coiiimodilieR: long-term 
buainessA jvero financed without effident investigations 
into 'tlieir soundness, on tlic oRance of earning large 
proljts, and ehorUterm deposits wore used for this^ par- 
pos^c; too, large a pi'oiKa tion of the total availal^^e fujj^s 

was frequently sunk in a simrle buBinens; and funds' 

1 - o • * 

‘ ^ \ 

fsA KeynAi, ItuHan Ourr^Cf/ and Firian^tf, pp. {338^, Bhjrms, Jndi'au 
JP’inl£nc« ^rtnifinj, J^p. 366-7, and Ban, Preient DaJ Bar^nQ in 
Indian 21 ^ 24 .. 
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Wore lent in wome. f^asds on the sJeurity of the Jeflding 
bank^' 04vn'^liareit<* ,( ^ 

Manv of the directors and nTanagers of the^sc bunks 
ware incapable men, and had ^little knowled^ Either 
the principles or of the pr^ebce of banlring,* Many^of 
the former, iii^tead cf guiding ^nd aiiperyising 
of the latter,'aliow^8 thcmselvea trf Ije led away by^thff 
latter. The ^jharebnlders, as a .nilf, were too ignorant; 
or apathetic to exercisei theiv nghts andr*duties and* td' 
control either the dirctdoia ot managfers. T^any of the 
Utter resort^ft even to dislionestv, fraud or crirfinal mis¬ 
management^ and could continue it owing to the co% 
nivance of auditors, who^were their.creaturea, and whoae^ 
auditing of tho bunks* s^c^jtints was more or less a farce* 
Thus, they lent the fuiuifr fif the banks, of' which* they 
were the directors or inaimgeraj to themseJveR or fn 
concerns in whifli they were diroctora or partners; they 
iiuide away witli the assets of the banks by sinewing in 
■the books debts dne to tjjc banks lijiat did not esnst. To 
hide this ni^inanagCTnent and fraud, thcf books ^ver6 
in sonJe cases feff in an incomplete state, not being 
Written t^p to date, or they w^le falsely made up; window^ 
dressing was freely resorted to in making up the balrpcj^ 
sheets; and in a few eases dividends were paid out of 
wipital and, if that had disap^ffaretf, out^of deposits. It 
is, therefore, not sur|)risin5 to find that very low cash 
reserves w^re kept, amounting in I he a^regaf ^ to no 
more than 11 per cent of the Habiirtics; winny of the 
smaller bankh kept* still smaller cash reserves, ^hese^' 
were hopelessly inadequate to serve Jheir purpose irj ft 
country like India, where the banking habit is still f^r 
ffouTL being formed- Even the liquid assets oj ^nany of 
the bai^ka were small, most of their assets being 
■slow'. 

Thfs' dertrlptioj} of the causes hf the banking crisis 
and failures did^not apply all the*l¥idian jomt^stocli 
b^nka. Many of* them, especially the largej- aiSd old^‘ 
ones, conducted their work on sound lines-aad, althougK 
not as strong as the Presidency or exchange banka, were 

* I 



BANKING IN INDIA 


enough to wfittst&nd the crisis ,VPi&out untoward 
consequences. The dtqcription applies chiipfiy. to th^ 
ainail hanks which had'rapidly sprung up aftfer 1904. 

, No concfiiftion can bd drawn from the bank failuYes re* 
garding the capacity 'of Indj^ua to manage joint-stock 
baiikft, fjecause a large nujnber of such baiiks have failed 
'ki cfcrv'Western country during thq e*arlf part of the 
develb](>Uient of its jornt^stock bankjxig! The crisis was 
iLggrayuted by 4 the complete absecice of co-operation be¬ 
tween the Indian piut-stock banks themselves, and be- 
tweeir thtfm and ^he Presidency and excWingc bankn. 
tThe Bank of Bengal declined to lend to thejbanks that 
^were in difficulties in. Lahore e’wsn against Government 
securities. This*was the resulj of the complete decentra- 
lisatioti of Indian banking^ sj^stein, i.r. of the absence 
of a* central kauk, ivhich in a Western country gui^s 
the generarbanking pi)lioy eSF the c^>iintr^'and endeavours 
to mitigaU^ a crisis by reviedial action,^ 

There iwas a brief ri^spite in bank failures frojn 1918. 
If 19*21 Muring which Tynlv 21 bants with a ^total paid-up 
c^apital of Hs, 14 lakhs failed. The'boom during the 
latter pin t of ttife War and x^ter it gave another jmpetus 
t o the starting of bunks, and a number of banks was 
■¥W5T)!iBhed» some specially for financing industries, the 
chief of w'hich was th# Tat^ Industrial Bank. But from 
1922, fhe numbed of failuits fncreased once more owing 
to economic depression, the number during 1922-36 
beinj' 373 w m a total jwiid-uj> capital of Ea, 6 crores 
8 £S The moat important failure were«the Allianco 

Bank of 8 inLlu, mentioned before* the Tata Industrial 
l^ffk hi J923. and'the PeepUs Bank of Northern Iiidi&, 
in *1932. i The Tata Bank had to be merged into the 
Centra] Bank of India, because it had combined long¬ 
term credit to indiastriefi with ordinary commercial hank- 
iftg ^usiness, and had* financed both out'of wirreni^and 
annual deposits ^instead of •financing * the former by ■ 
i&uiiig b«mds, and because it was manageft by Europeans, 

» * . * 
Cjf. Pfndit MalawiOAte to the B«part of tb» Indiaa Induatrlfl 
OommiMion, pp, ^-8. < 
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of whom hkd no previouHj experience of India, 
T}»-Pe8pl€ft Bartk cf Northerr^*lndia failed on Acconnf 
of adverse economic conditions in i^njiLb *in which 
its work had been omcentnuod, pf the^481%1inks tliat 
failed in the country durhig ISld-ilfi, 89 were in *the 
Punjab* C4 the TJniled Pro^inc^ and 57 in^Bonibay, 
while Bui rrit'i and <^he Oentrul Provinces had only-^ an3 
1 failures respectiVely, The i^a»Dn is, that from the 
Swadeshi niovenient of*] 906 fnost of thd ifow banks were 
established ijp the Punjab and the United Provinces, the 
wheat producing provinces of India? and in Bombay^ 
one of the chief f>ortB and a centre for si^eculative acti¬ 
vities* chiefly in coltoij* and silv«i\*^ 1936, 40 banks 
failed in Travancore* hK> many small banks have 
sprung up there recentl^^' During 1937-4TJ, 475* more 
banks failed* the most imprytajit being the*Travanocft"e, 
^/afcionaJ and Q’uilon Bank in 1938, 

The above tendencies in th<? development lof Indian 
joint-stock bunking fmn 1913 aV reflected ifl ,the fol¬ 
lowing tabl<* t>f its total dopmits* uliich are the b^at 
indication of the irablic co:|fident:e enjoyed by banks :— 
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27 

1933 . i 76 

*S£ 

1919 

61 

36 • 

1934 

! 82 

ft s 

1920 

73 

40 

1935 • 


• 79' 

1921 

m 

46 ‘ 

1936 


93 

1921, 

65 

40 



97 

1923 

48 

31 

1933 
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96 * 


- 5A 

35 

tfi3j 

1 113 

100 • 

• 1925 

ss f 

36 



' «M 

1926 

63 

42 * 

1941 ' 

'• ISS 

ICS ^ 

1927 

64* 

46 

1942 

223 d 

”6 . 

m 



1943 

365 

133 * 


* Cj. Thftltur* of Indian Banking t p, 

CfJ^ Jain* TAe Jtfontftary Frohlamt of India, p, lOC^. 
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‘ Tlie w HI version of actual depoRils irv^termia of the pre^ 
'War frice level is nee?f^irv hecaiisf^ 1918*21 w(Sre f 
of ifjflatjon, lUTil wq-e followed by depression^ hut the 
l^on vers ini i^>^!iowi=: no rudi^al change in tJ*e trend. 'The 
dojif^sits fell sharply ci.fler tlie (Tommenceruent of the crisis, 
and did not retiovor fully till 1017* They* ine^reased rapidly 
* efuriri;^ 1018-21, but leU sharply^once' more jo 1022 and 
ftO'ilh nnd did not to a con^dprablc extent till 

f928. Tlie ligdirts thus bring ouf the weakness of Indian 
jaLiit*!^h)ck ViUikin^^ when economic condil^ions hec^iuo 
nnravnurable. How'over, between 1017 and 20^17* while 
*tjie (lejxjshs of tlie Indian banks were more tVian trcbtedT 
those of tfie linpt'rifll l^aiik arid the llxcbange banks 
iiicreaseii bv *VA and 20 ini' owd niih\ 

[u'Ogi^Ss i>f ihcrie Imiiks*^ since 1870 is shown by 
. the' ‘follow ipg*'h;^ I UT'H : — ' , ^ 


* Claiss A 

B«nke capimi and res£>^c of 
* 5 lakhs fuid ijver' 


Class B 

Ua^tb with capital And r«serv« 
bH^twe^Q Rf» 1 Slid R.s. 5 lakhs 
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If 
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r (Inn es *At Jin pees 
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1 


1 t 
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3. 

2-71 
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JS0I> ■ 

/'9 

J*28 

8'07 

1-19 

1913 

23^ 

-SO 

" 1*51 

*25 

1910 

irv 

3*76 
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2'S’O 1 

191S 

2S 

■ss 

*91 

-20 

193 nii 

25 

lO-t-Z 

71-IS 

16-31 

mo 

33 

*«1 

2-33 

-4C 

19?^ 


10 6i. 

54*44 

1010 

i^s 

46 

VIH 

3*41 

*67 

1928* 

2S< 

lO'Sl 

Ssi'fiS 

9-J2 

IQ.26 , 


1-26 

3 47 

. *83 

1M7 

29 

lio« 

60*84 

7-71) 

h.27 

48 

1-22 

3*-l6 

*52 

ms , 

28 

ll'io 

62-85 

8-19 

1928 

4i 

170 

3-50 

*52 


33 

11-54 

fi!f-72 

9-05 

1929 1 

45 

MS 

3-SS 

■45 

lti3u 1 

L 31 

11-90 

63-25 

-7*68 

1930 

54 

1-37 

^*31 - 

-52 

131 1 

^ 31 

12-08 


7*71 

;p3l 

51 

i-24 

3-84 

*47 

1032 

31 

12 21 

72*34 

976 

193? 

52 

i-rs) 

3-01 

-bS 

m3 

1 

34^ 

12*34 

71-68 
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1933 

55 
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* . 
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3eo Tables relating to Bafika in ladla. 
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5 ilfitb 
Rs. S 


s 

Ja 


Class A^; 

Hdpiial «Dd riiserve cf 
l&klis and OTCf 


ti’O £ 
ia « ffl 

1 ^' C< 


[A 

^ *» 


Bblk$ with 
ft?iw«eD Re 

— rrn 


Class B 

capital ainJ^e%erve 
, 1 and Ks> 1 lakhs 


— <* 


3 ^ 
-2 a 


■5 -a ^ - 1? I 'S 3 
S' s ^' R, •- ^ it 

r j ^ ^ 


; 

* 


J934 

1^^35 

1936 

1137 

1P3B 

1 ^ 3 *^ 

(A*) 

I'otai 

1940 I 

Ta*j 

Total! 

1941 I 
(AM 
(AM 
T6tal 
^1942 

fAM 

<A-) 
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(AM 

(AM 

l^otal i 


• Cmres of 

12’6?] 76^77^1-14 L 
13*20 84 4= 19-12M 

•i:i-95 Ph'Uj 15'2S 
12 78 100'26 ie-B2 
|13*14 j 9lj*L8 14 00 

!1’94 ! 93-74LW12 ' 
1G2 6*99 4i0 

13'56 f 100-73 lfl*72 


rUlptT^S 


12-6} lOlMO^ 25 02 
l-9Sl 7*kS 1-24 
l4 t>Sh]3 yb 26-76 


13*60 129-04 •24'21 
•2*,* 9 :>-60 1’48 

16*19 P37-6J 25'titJ 

ft 

ffi*25 189*34 43'77 
2*76 13-41 3'53 

19*01 202-73 ^7-30 



23'67 319*65] 76-37 
2*81 19-34 6-fc 

3tv46 338-fb' 87^93 


■®'g 

^ a 
g p 09 m 

a !f * 

o I 3 

V oit M 
LA 3 m 

JO’S « 

flfl «! 


S 4 g 

« $ S 

SO I* 

s fl ^ 

M .t! ^ 
_ O 


3a’i2 
37-60 
41-71 
36*5P* 
2*44 
38*95 


lt34 

1J35 

1936 

1937 
1^38 
1939 
1910 

1941 

1942 

1943 


69 

i 2 

71 

im 

120 
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12 ? 

I 2 S 

136 

isa 


I r 49 

1- 39 
1*47 
217 

*2*41 
2'32 

2- 43 
2*^-6 
2*71 
3.17 


I 5-11 
[ 5 - 2 S 
I m .S 40 
y *29 
I 8-72 
[ 9-27 
' 11 04 
11*45 
15 'fi(^ 
1 20 - 9 U 


.' 7 ^ 

*82 

L* 0 i> 

f*33 

l':i 7 

2*24 

2-S7 

4*59 

,fr6^ 



4*59 

4*74 

7*46 

7-74 

8*85 


m -o .!i 

-a ^ 

sJ H 

S ' ^ 

C cj 

£« <n 


<i *03 
1’34 
2 14^ 


* From 1035 this indudeu tbo balance with the Reserve Dank ef lndi%. 

* = Slihedulcd Banka; A’=Non-ediedul«d S«ELk«. 
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Class A ^ 

'Banhs capital and reserIf 

of Ks, £ lakhs iind over 

* 


•Class B 

Banks with dapltal^and reset vtiT 
between Re, 1 and Ra. 5 |akh$ 


■ P 
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Class C. Banks havinp;: capital and reserve betwten Rs. | and ! lakhi 
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'44 

J »41 

124 

F -90 

3‘93 

' 9 S 
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■80 
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,d reserve less than Rs, 
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1 il 39 « 

400 

■76 

2 63 

‘38 1 
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2-32 

*23 
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2-71 

• *47 1 

' 2 S 

1941 1 

14 V 

*26 

‘h 4 

‘13 

■84 

'07 

J 942 j 

133 ; 

■ 3 ? j 

•75 

'13 
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£xchBn^6 BAhkOi—In iSldition to 4he banks esta¬ 
blished ifl India utider charters of the East In^iia Company 
'a*nd Acts of the Indian Legislature, a number of foreign 
banka with head offices abroad have carried on "business 
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in India thro«gb^i>ranche«. TIie-ni5fit important (ft -thesis 
'^I^Englis^^ baijlcft established ^fider Royal Chajters oi- 
Engiiah Acts- The bulk of India's forfiigii tratfe being 
with or via England, it wan natifrul that Inijiks shoukL 
be established in London,to’transact exohatjgo busmess 
with India, , Until 1853, huviiprer, the East India 
pany, siipia>Pted* by tliQ agciicv hotiscs, ^iucceetfed it? 
venting thc^Htartiwg of such bt^nk.j, witli a single’esceg* 
tion, for doing hafiineftH in India, beca^Ae the Company 
and the houses were afraid that th^ banks^ would profit: 
at their cx|?eTiRe from their anminl rejniltaticc^ I'oV Uoiiie 
expenditure and other exchange traiisactkmK. The Com' 
[Miny pointed out that Act 47 pas^^d during the reign of 
Georg^e III had giveTi'it^the fK>wer to'iiicoqjorate such ' 
banks, and that the Ant ^ilnited the Royal proregative 
tf; grant charteiis to them. The matter was not decided 
ngtil 1853* and the only English bank fn obtain the* 
"^Royal Charter foi' operutmg hi Jndia until thrjn was the 
Oriental Banking CoiTfjpratton in ,1842. The h’residency 
and Indian joint-slock banka, however, did not* uauaHy 
conduct exchange*and renjittaiice business between India 
und oth^er countries as it regarded risky, apd the 
business was transacted bv the agenev hou^. 

M C? I 

By 1853 legal experts in England decided that Ael 47' 
of deorga III eniptwered ^iie Ctftnpaoy to iiioorjKJiute 
banks rnerei}' for transacting' genera] bunking llnsiness 
within its territories, and that it did not limit tiie Royal 
prerogative to grant charters to banka for'c^fiiTying on the 
business of" exchange aud remittances, AltliougJ the 
X^ompany did not accept this interpretation, it regarded 
ft unsound that the monepoly of the exchange bgaAiess 
should be enjoyed by the^Oriental Banking QofporaiTpn, 
It, therefore, suggested the incorporation of more banks* 
and so the Chartered Bank of India, A’ustralia and Chiisa 
aryJ^Hie jyhartfered Bank of Asia* {afterwards the^ef- 
cantile Bank of India, Lo^fdon and ONna) w'ei-e brought 
into existence t>y Royal Charter in 1853, The failure 
of the agendy houses also made the formation of sueh 
banks necessary. 
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Bunk'faUed in 1884; the,Mercantile Bauk 
kul to iibiiridon its Chartijr in 1898 mA ft was reorfjani^ed- 
uudtvr {lie C\m^j{.anies Act, so that the only 

^V5u^li?-h lliat hiK continued to do business in India 

ujuler u liowil is Chartered Bank of India, 

Ausfj-iliri ajui ('liriKi. The National Bank of India waa 
In'J8^8 dnrlei i^lie naine of the CSilcikta Banking 
CoriJori^tiou witli ifs IhukI oilSco in (Jaloutht, but the 
rViHne was allercd to iti piV^sont on^ in 1684^ and its head 
ohice was iniiisfeiieii to fjondon in 188G. Later on 
b'nincc: Ce'inltny. Flolland, Portugal, Uassia., JieU.H.A,, 
iftid Jap;?u rollfjvvi’d KiighnuPfi ex;uMple, and opened 
biVinchos of Iheij- bariks, (-hieflw at the Inuiun f^orts. 
Three other hhigli;h bantis ulso opt ned bninclies hi India. 
The Ipdiuii firaiiohes of llie J Jeutsfdi-Asiatjschc Bank 
and tbc Ihissr^-A^iiaiK' Hank wm. dosed on account of 

I > 

^he War and h-ive not been l■C’(>[lORed. The 8uinitoinr> 
ILnk and tlie Imperial Hmik of Persia closed tlieir branch 
sit Bonibijv in \\):V2 and 1984 res^K?ctiveIv, on account 
of the et guoinic depvessi.iu The Vokohania Specie Bank, 
the Mitsui Hank anti th<‘ Ihink t^f Taiwan were clfjsedi 
whim flapsin weiu. l<i war w ilb* (Hvixt Britain in 1941. 

Tije progirfss of these bankrt lias beers fairfy rapid, and 
i^Ju'V form nn iriifKalant and txAverfiil group at present, 
Tlicir jirtigress sinet^, |87n, by the following 

tiiWe 


iNumbeiv^ 
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; Ca$li bs^lances 

Year 

'■ of 
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1925 
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Meo Btatislical Table^^ reeling lo Bituku m India, i&#4,.p. 2. 
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Numbar 

vf 

Banke^ 

C3«ptk»l and re^ ' 
Strve aftd TC5t In 
miblbn? 4>f /a* 

fn 

India jy crorcs 
qpKa, 

Ca^th balnpfea 
In India iu 
cixirest of to* 

^ ™ r - - n- 


IH 

lFO-92 

* 

• 68*1115 

"Ku 

lu3ii 

18 

187-92 

» 71-83 

' ' S M)5 , 

l'i2B 

18 
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^ 6i#'66 
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17 
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18 
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1!'3J 

IS 

'• lJ3-f>8 • 
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}n34 

17 

J41’G3 

• 7R-I0 , 

7-f>7 • 
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17 

, 5X7-UJ 

76-17 

• V'SSt 

in:i« 


127'90 

7S‘W3 . 

10-27 • 

1037 

j 

1^8 3n 

73-20 

. 10-58 

• lu:iS 

18 ^ 


67-20 

6 44 

1030 

18 

i2s-ys * 

74‘IT 

6-8S 

* 1^40 

20 

) Vh'24 • . 

8S’32 

17*19 

IfMl 

! 17 

105-95 * 

* lOi-73 

. 13-39* 

1943 

16 

116-69 

116-85 

12-01 

lU4d 

16 

m-Bi 

• 

, W0‘19 

« 

,17-24 


The Joint-Stock Banks as a*whole,—Out ttf 2,500 
Jnsvuti hiivinj^ m po|Kiblum of uJiDO^ind mure, otiIj' 140 


tiad mdi a baukiu^L’^ ollice iti 101 (>, The laumber increased 
Op in 1020 niui t* .>14 iu Applyiu^ the test of 

jH^pnlaiion# the*yeo;>r:L|>lnca] exjjjmsioii i>F barjyug 
!irie>i appears to have taken phiee in n huplniKard manner* 
Out of tlie Lf)vvns ijibubitod by peuple and inore^ 

**d per cent Jsatl a bunking Oyt of the tijwns 

fuiving a jKipulatioii between J 0 , 0 ll 0 and 20 ^ 000 , J 4 per 
-■ent had a Ninkuig ollicc, and out of tfie j ennihiing ftiwns, 
i/ie ^anie [>ercentagt bad tJu^^ facility "in l.Odtb* Altljoiigh 
a cunsiderabln briprofement took place in the exteii^ioii 
of Ranking facilities In sTrniller towns rliinng .1021 -dC, %b 
.J#tAvn by the fact that the* pementage <>\' towns i^itfa? 
population below lO.nOtl arTd possessit^g baTikiwg faoiPi- 
Mes nearly donblod if self dunng this period, inainly on 
'ioc^)iJDt of the establishjoent of amall bunks, the absence 
•of banking fRcilifcic?* in 38 per cent ol' the bjwns, bavitig 
a population of 9 fl ,000 and Inore, was* ^trikijig,^ The 

^J[?rora 1935 this mc^ladco the baiance \vitb the Reserve .Sank of 
Tgdja * * 

Sea Muraojan, Modern Banking in hidia, pp. IT'19* 
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ba«Gkiii^ offices w^re^iiiirly distribute^, in the Punjabj thi^ 
U*r.. and the three ^^residencies, bii^t banking facilities 
were' very ini^dequate m other patts of India, especially 
Bihar *^lJd Orissa,’ the Central Provinces, As&m and 
most of tlie Indian' States,, The position of the Indian 
States in this respect would have been worse, if several 
offthem' had not assisted tho Imperial Bahk to (*pen new 
branches within their territories* - 
The causeit of this haphazanl eKpa’nsion were as fol¬ 
lows : (1) Banking progress resulted from the initiative 
and cuferprise of a few baukrtig pioneers, who did not 
pity adequate t attention to preliminary exploration aud 
mapping out of hanking potentialities* {2) The progress 
depended upoii' the cntnpetifiofi of the exchange buBk?: 
and'-the iinrpermt Bank. Ch MrUish Indiitn banks showed 
■t tendency Ui avoid Indian States in estublisiiing branches, 
owing fo fears of legal and adruiulsfrative difficuh^cs. 
(41 Mar:y bunking rnagnatos showed ;i lack of initiative 
and p)s!!funjng* An enterprising'"or (u ivileged bank esta¬ 
blish eill a hruneh in u town whiclj hud norbanking facili¬ 
ties, and other hunks followed and ftstablislied brunche^^ 
in the same town mdiserilliinalelv. The,'Big*Pive* In¬ 
dian bunks cj^tablished lirancbes in ntost of the towns, in 
which the lm|>erial l^ank had established branches* In 
1(130, two-thirds of die tpivus, wdiicli iiad banking facili¬ 
ties, were dependent foj' them entirely on the smaller 
Indian hanks; tliese hanks hud to depends upon the 
smaller towris, while the bigger baukti had ollicos jiioatly 
in ^he larger towns* The opinion* that there is mucli 
soopo for the extejision of banking to smaller towns, ue. 
fchlitj^therc an^ consideiuble bikiiking" [lotentialities in Indk, 
(fi''supi>^>rj^ed by the fact tbat'oO j)cr cent of the branches 
:>f the Bank of Baroda, a well-maiui-g^ed bank^ were in 
lowns having a'ljopulution ot lees than 20,000, and yet 
its^liquidity and profitability were not l^sa ftvan tftoee of < 
any other of tht 'Big T'ive\‘ * 

The'^hapliazard nature of the geograph^ical expansion^ 


‘ Ibid., p, ISO. 
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of. bunking bus fonl^gnatcly diminii^^ed much during* tlie 
hSfr*Ji»if*a-dozen *yea/s. Between 1937 and 194if the 
number of banking offices in the country doubled iitself, 
and fii 1944 only 15 per ceijt of* the tow its having" 
ii population of 20,000 t^nd nKJro, lacked bankij^g 
fiiciiitiea, ,* * , ' « * 

f^roceeding to brajich ostpaneion afl a factor in tli^ 
gress of hanking hf this country, is found that thcf 
total number of braiichdfe of banks qua^'i^led itself be¬ 
tween J9l6 ifcnd 1930, and doubled itielf bel-^ween, 1937 
and J943* J^Ktablishinent of branches*rn towns, which 
previously possessed banking facilities, htis been founi 
easier than their cstubliflhment in tow^ns, wdiich lacked 
file fftcilitieg. During first World ^ar, tlie Piesi- 
deiicy Jianks hardly added to ibe 71 brandies that*they 
had ill the outbreak of the Ayur, but the 'in(Jiari bunks 
70. During 1921-28, tluf Iniperiat T^ank esia- 
blisliod Jl^O new branches as retjuired by the *Iinperia[ 
13ank Act, while the 'tndlan baiics crttnldishea nearly 
250* During* 1929-33 the 1 inf serial Bank laid Jown i 
fKdicy of cniisfdidatKin and cf^ibUsiied few_ new branches, 
but hetw'een Vd34 and 1943 iiicreused its lira^ches* from 
202 to 398* while the Indian banks beUveen 1929 and 
1943 cstablislied nearly 1*000 Jiew branches, Tlie 
brajiches of the exchange hin^ks increased from 45 in 
1916 to 77 in I92G, 90 in 1^36 and the niiutber remained 
m in l04l, but foil to 84 in 1942 aiid 1U43, llir rea- 
gou given by them for this <[iiiosceuce is thali their policy 
has been to desist fAin establishing^ new brunches in * the 
ii\terioi% unless their clients deniund fa edifies for ihe 
kind of banking work in which they sf>eoialise* '•iWis 
noteworthy that nearly hlilf of the banking*o?Iices* in 
India belong to the sitiuller Indian banks, and that nearly 
two-thirds of tj^e towns which have hanking I'acilitiee^ 
jire-dependent to?* UiCfse facilities ufx>ii them,* * 
Between lEKKk and 1914 \he de^xjmtS of Presidencyj* 
fUchango an,^l Indian banks increased by Es. 57 crorej^ 


^ See Maranjan, Modern m Inditf, p, 
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and*betwfien J9I4-'52^.by 107 crores^*' Allowing for ih& 
■ rise of pri<)es, five-sevetiths and hj^lf Tvsapec^jivefy oPttfis 
growth was reaL Even\he small increase during A922-29 
^showed‘•that tlie iJanki^ig system was increashlg in 
strength, hi spite of ttio dt\)ression and bank failures, 
because ^rtie prjee level was falling. By -]031 the price 
fell to that nf iUJ4, umb the itotal deposits were 
^Us. 2lX) crores as cctuifrned with B7 crfires in 1S^14. 
Jietweeii tho defX>sits iijtreased further by Ks, 45 

crores. f)ie\ stood al Hs. 370 crorps, increasing 

l?y- riO erorev lo a decade. Al]<Aviiig hv" the rise fjf 
nriees, htavevw. tfiLs iruaciise ainies 1o a little iiiorc than 


Hs. 1(^0 erores. (Uv thr cjid 6f diuiirsu’V [013 the total 
de|Josils iTicnvisetl b> Rs. 8]j5 crores. In spite of this 
in(tni*ise, hoivvooii 10:20-30 flu! defM)siU raised per kiwn 
fell f>v 21 |>e^- (*eiil and per bnineh hy 30 per cent. The 
iciiMni is ifiat Ifjo geogiuf^liical and bnilficli expunsk>:^'^f 
baiilfiiig bus taken ^lace in rectnl years, has biought 
tlie Tufkiun bunks jnjo contact ,{vi(h ptuirer towns and 
♦ilieriLst 1'iiis tcinlencx cun be el locked, if expansion is 
brougfil ul?otil s\steinalieulK from 'towns with bsrger 
bankpig poLenrialitirs to tm>sc with snialV:?r ones. TJie 
do{HisitB df the exchange banks per branch rose from 
Rs. 75 lakhs in f03b fcj [{s. flj crores in 1043: those of 
the Imperial Rank 'p^^r Ki^^unch fell from Rs. 45 to 30 
iakhsMuring JtfdO-ll, but to ]{>,. 53 lakhs hy 1943; 
those *f the Iridiun bankh fell from 1920 tuid stood 




at about li^.: 9 *lakhs ir> 1941, but rose to Ks> 14 


laklj^s by 1943. TJ>is disjjiirity of rl'Soiirces per branch 
rajigdng from Rs. ^14 lakhs to cuv^rcs, combined wtjh 
abfii^' to oflVr adorjmite- serficcs to the public, in oom^, 
p^titiiJiiMnfh ri%^!ils^ and yet tojdeclarc adequate dividends, 
shows tliat the banks either ref>rcsont different,types of 
organization or Are engaged in ditTereut kinds of buai- 
•nes^ or both.^ ]f the Big Five are^ekeiuAsd, the-re- 
.sorirces of the ol^nsr Indian 4janks comto about Its. 4J 
^akhs only per brai’tch. Nevertlieiess, two-thirds of ttje 
‘towns that have banking facilities are de|)€Tident upon 


^ Maranjan, Modern Bahkhtg in Ijidi^tf p. 25. 
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liitibe bimks for tKe faciEties, an/ nearly half ef ihft 
InuitPttig of^cia in the c^euntry bej8?ig tu them. • 

TIib Indian banking ^ysteni iias ^isi^hty^d u^n^h con- 
fcntnition regarding the depose it •resoy rce^ of th^e country, 
:ind yeti nuich dilTiBion and Teglonalisation Tegardiny^ the 
p?-ovisjf>ji and nf bfinJSmg fooilifies, T^tie c'^jn- 

octitration ik >;town by Ihd facts that in the Tmpernu 
Hank, Ifi exofiangti hiink^and Fivt^Jndian barikK.' 

behi per cent, of the ratal* banking^'^Iet^tKils of the 
cpunlrv and Liiat the Big Fh^e held t>7 per (undtaTul the 
liig Seven, |Xa' feiit of tile lutal *dej>i}sits field by 
■Jndt^in fjariks* In liowever, Llic pcrcenhigcs fell 

•^fo 7S, 57 aihl 61 re^^in'ct ively. The MIowing forces 
htive licl[ied tfu‘ cemeentrattigi : Cautious and jiru* 

(feot dii'octor.s and umanager of a f^inik kfiuw^ as its 

lesoiircos arc wiliidrawablr or> demand, lliey^oinst not 
it hv depend nndiJl\ on a jmrtieukir inarUct or a 
::r(]ii[i of allied markel^, vvhose si a;^nut ion or ^'ollnpse 
may ereale sf'rioos dllj^■NlLie^ fo^ I be hank. S^bey^ 

!iKMefore, cmdifavnini To build np cmine<diofis willi a \\ \de 
sanoty of <*oiijiiien'ial lines, t^’hjs fH>lu_w if suceessfirK 
entiijln large iT"souree.s/ wide clientele and ihe nt/liza* 
lion of new ureas. (*2) Apprehensions ran sod by tlic ex- 
fia rision and cohipelitinn rif Hic^ hnfigrial Bank, wiih its 
MHTcasing brnnehes, have k'diiT^^w banks expand fciieni* 
‘^clvvs b;^ cshiblishifig ninre bnufcbcs. nr by innaWinu* 
fimis, or b^th. ''Phis si^cins in liivve htM^n r^nei-iaHy true 
of rho Central.Bank of India. Differences of interest 
rates in (bflBrent £nirf8 <)f India have induced s^^inc <d'The 
baliks to expand (henisidves^nto the of the liiglii5r 

iJltes, viz. Miidrus, the Ihmjab and lho Cnitful ^rm 
v^nce^f. ^ " 

The ditfnaiaii and n"”inuali?iutjon arc* shown by the,, 
fact, |uentitmcd * above, that nearly fwo4birds of the* 
towns-that VC l^Ainking faj^ilitics are, dependent ti|lon 

Jimall local bankf^ for the fa^dlities. Some of the big • 
*bu»ks even haj^e acquired a strongly regional asjieot. A * 
large part of the opemtions of the Banks of Baroda and 
Mysofe is'within their respective States, and of the In,- 
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<imn Hfiak within ]\t?adras. The Btthk of Xndta restr^cta 
its (jpenttioiiF nriainly *o the industrial arid oomitiercial 

i^oinbry Province. Only the Impeiial Bank 
and iho Oeutral J>.uk bf India have been operating in 
thosl partf^ fif India, the former on account of the privi- 
jcjcs cbnierrcU anfj the cotopulston ilnpS^ed, by the Ini- 
fierial Uatik Act-, the latter on account of a apirit of 
enterprise.* ^ ' 

’ following fuice^K hiive promoted the diffusion and 
ifgiiniiiliwttion :—H) A bank, with rm*ij(?roiis branches, 
wlnrli I oust bo su Injected to detailed regulations fnmi 
Ifie head and which, therefore, 'muat ob^rv® 

stricHv ronua! procedure, cnnnoi ju'ovicle the perwma^ 


coT^tacl.s ajid the informal picK^ediire, which aie greatly 
\aliietl by H large section )\ the Indian business com- 


iniinrtA'. ' (>n]v local lianks can provide them. (2) Anjul- 
valuation, wljicli Iras hccTi niainl\ responsible for the^ao 
centriitloTi of hart king in oilier coun files, ig difliculL in 
India, because main^hanks lun^o been eHtablished to safe¬ 


guard and promote diiTenud and rrnflicfmg conun uujU, 
secfioiUil uTui I'amdy inb^rrests. (<T As jfienti<ined be¬ 
fore", British Indian banks arc iinwiUiiig to establish 
hmnehes in Indian States. For the same reason, a bank 


lieionging to one 
l)ninr[ies in <kher 


Indian State is uriw'il]ing to eslabtisb 
StatcTs! , Tlie rcHult is different Io(iai 


lianks, for different States. 

In spite ta' tik progress uuule by the Indian banking 
system in recent years, it is still in -.i backward eonditioiu 
THls is shown by the fact that, w'bile bank deposiils per 
head of popuiatioh were only a little more than a ponnd 
Njefting in 1944, tliey uere^ €131, tlfi and 2J in the 
Ureat Britain and Ocniianv at the outbieak of the 
present War. Moreover, in 1943, out of the 3,500 towns 
in India only 1,370 had each a bank or a^jDrftHcIi of a 
bank, and tlie. hit'll numberof banking officer in India 
3,554.1, This meant a banking office ibr every 114,000 
persons in India as against 3,056, 4,816 ^nd 0,491 per- 


^ Seo ^fodtTn Banking tn fnaia., p. 32-3±). 


I 
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:^mjn thft U*Ji*A.,/ireat Britain ai\d Japan respectively. 
The bankinfr offices in India w^tg distributed as* fol¬ 
lows * I ;/ 

* /ifad OffJca /^nckts 
Reserve Back 4#v -■■■■ 9 t 

BanJkt * ^ 

Imperial .♦* # 3 * 31J5 

Exclian^se Banka ,** * . h¥ 

Other Schedtiled Bank* * 57 1,343 

Banks having paid'-up capital and r<s<r\^e « 

^ of R£* 1 takti itnd over, Id7 ' , 974 

Bank*} having paki-up capital and rtserve 
^ between K:i, I and 1 lakh .. 141 * 229 

Hanks having paid-up capital Juad reserve 
^ less than Ks, i lakh * i33» 

WoTr] ... 521 p 3.033i 


filet, rhift I he viiH! [>hlk llic ppopTc live m 
‘viilTi^^es nud nnt, in towns^ m tiikon into arcoiijit, the 
ihseiK'c of bitiikinf»‘ t'acilijics to fhe^ jw'ople iit h*rj<e in 
India bi'cnmes^still more strikin^f. 


r>. Banking Inquli^f.—Dissufi^^fiiction witli the piit’>^^ress 
of bimkinjJ in Uidia led to a d^hinrul for ;i coin]>reheTisivc 
itjqiiirv into tlie ju^eds of bunking*' in India froiirdifferent 


ijUiirier.s for a loii^' tiTju\ At last iu 10^0 the (lovcni- 
iiicnt ot' Tndiu, after conwidfriu^* the t.’entral Lef^islature 
Mild the l^'oviiunul (lovornrilcnls* or^^iinii?ed a comprc' 
ftensive ''bupkin^f inquiry in three hJia^jes. lii th* first 
sUif^c, ten Provincial ('oiUMiiileos, curii^MJsed,of jjci’sotir 


fiavin^^ intimate knovpledge of loral eoiidifioti^:, deaSt with 
^fjuicultural and co-ojxiratiyc credit, niortjrafre bimTo, 
c^eSit for small industries, tie finance of internal tri^dfe, 
cncouvai^einent to the habits of investment , aiid^ ificrea^ 
of bankinfj deposits, and issued repatn, Nineteen nf 
the Indian States apfiointed similar rominittees for their * 


ownAwritonies, 'In the second sta^s, an All-India Cc\^n- ' 
lAittee co-ordinated the worH of the uExwe Committees, ^ 
^nd itself examined the aspects of banking whith had^ 
been excluded^rotn the scrutiny of the CominitteeR, c/a'* ■’ 
credit for India’s chief industries, banking regulation,'' 


an^ banking education. In the third and final stage, 
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it htid fijiirfhed Hivutjtigations, thr OeiHrOtUCam- 
WiiH Jiclped U» fnrrn c^otieluisione and ^ to make 
rmnvlihfcndsitinjis 6y a poiimjittee ol' nix foreign banking' 
experts. seWted he <jove;;nmerd, from England, Scot- 
fand, puiiada, Oeriiiary, Holland i^ndJDenmark. The 
i^niYiiieial Coininilitees issued then; rejiorts in and. 

the Central Committee in 1931, a majority rejmrt in¬ 
cluding ifie Joti-dgei t'X|>et^ts' rejiort, and a minority report 
sigru'd liv fuie nuauber only, Mr, Mama ,Subhedar, who 
bad Ih'cii afj^^iiyited tn\ l(ie Ctjinuiifiec as ipi Indian eco- 
noitiisl. '.rile n^ports arul llte voluTne?; ot evidotice COU' 
lain an eiun'rnous ,\\eahi( of inlurnmlinn and rnajty iin 
|K>rhinf suggostuuis Tor iju,tckeniiig and improving the , 
pnsgress td Iniliking in indii:. 


7. The Prqgress of Banking During The Second 
World War*—Ttu- lUNi <ni 1st a Mill ng feuturo of ^ 

gress bus lieeh tile (Mlahhsliujfnt of a nuinl>er of new 
biiuLs^ind ri<‘\v hnipehe:?. Tl^o largest are the Bhaial: . 
■ Bank, IVlhi, and Ihc United CJoinmereial Bunk, Calcutta, 
sponsored by Dulniia Brntijers and Birla Ihotbers respec- 
tivf*ly. In tlie Westt^rn countries, many banking oflices 
have bethi closed on am a inf of the necessity of releasing 
men for war work and reslnations on private <Aommeiicml 
activities, Tlie ftMSiins'tor the tjxpiinsion in India are 
thuf tlit^re is ubnndance of man ]Hmw, tluii joint-stock 
banking is si ill in tfic early stages of its growth and that 
expariKioii ,pl cufreney icsiilliug fjoiii war finance Iuls 
mode enormoUH futuU available mvcRtmetiU They 
could not bo used for rsfablishing hidusliml enterpr^Bes 
oh ^^ccoimt of the gr<^Ht ditlioiilty of obtaining machine^ 
jivid industrial equipment.. But this diiriciilty did ruit 
come tTUtho way of ostubllshing new banks. ]Had it not 
been for the prohibition of the issue of aliares of joint- 
fitock fompaniea without the permisEgoii of^*;he’Ooverii- , 
meiit of Jnflifi from 1943, . still larger mimher of banks j 
wouldfhave come into existence, The 'numbei' of Sched-^ 
iiled Banks, including the Imperial Bank and the Ex- 
.change Banka increased from 51 in June J939 to 76 in 
Jonifi 1944 nnd the total rmmber of their including , 
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ofifice^ from *1*328 to Of the 813 new offices, 

only 17 betoiigecf to*the Imj>ei'iil Bank, Jess timrfl/3 to 
the.BIfj Five, and 2/3 to the smiiiler Iiuhaii’Schedule^ 


Bankfin, which had only 1/J of the»dejK>sitH of tlu^ IncliaD 
f>anks and 8 p.o* of the deyosks of all the hatiki? in 
rjidia. In * f)ip^ eiiornjimK|i!icreA!?e 

[kjsits, tile uoiiJine^of resources of ^tbe smaller ScHbdnled 
Batiks did not exceed 3 lalihw Jiniiich in mnsl 
f'sKscii* but that of U:e .bj^J^cr baiit'' inori^iwd froni 
. Bs. 2fJ to 3;? la k I IS per branch- Moreover, blinking'oflieeft 
have h^eeu ^opened oiih in 130 new ])lnce^, vvliicli did noU 
have any such oflicos b^^forc. ffcnicc, there is tinheallHy 
and wasteful eonij>eli(i<fTi among too many offices iu soino 
parts and centres, wliile^ many other partly and fyuitres 


have lio banking offices. Tlu* number fif non*.sclieduled 
l^nks, having tcfi|Hfal uiifl ’rc^^ii^rve of hot\f<!en Rs, 5* 
Tincl L/2 lakhs, jnci'easeil from 2-B in 1930 to 2^13 in 1943, 
their paid-iiji cn]ut!d and reserve increits^iig froni 
Rs* 3‘1 to 4*J crores. llie nuitil>ef*ot those having capiVit 
and re-’>ervo less tkaii Rs, 1^2 lakh fell frojo 4(W) to 130. 


The alxivp exfiajision dfHv^not sfcui to have weakened 
the banking structnre as a wliolc. On the f(?jilrarv* the 
War seems fo have strengthened I lie jirevions leiuleiiey ^ 


Towards eonecnlrat ion. 3’he ifehUript" posititni of tlic Im- 
|jerial Bank, tlie TCxcItangj l^nks and the Indiarr banka 
as regards defiosils reniaiued pracTieally unatleet^'d until 
the commencenlent of Imstilities hv .fa(lap at the end 
of 19^1. This eves/t h^wered tlie }>uhhc confiiU-nce in the 
Exchange Banks mid led to a fall iu the defMisits held hy 
Jiiem from 20 p,c. hi 1041ito 28 j).rt of tlie total hAnb- 
ing deposits in 1943. altHjoijgh hetwmi the end fJtJBe- 
ceinbor 1939 and 1043, their deimsits inerfased from 
74 to 140 erores. The Im[M^rial Btink, with its liigji 
prestige ^ thm sole agent of the* Reserve Bank, bene*- 
fited* from this fall and if^ deposits,ijicreased from 31 
tti 34 p.e, of tife total deposits during the sainf periotf, 
Arhile the^d^fiosits of the Indian banka remained steady 
at about 40 p.c. Between 1938 afid 1943, the dejxwilra 
of -the Ji^xchange Banks, Imperial Bank, other Sched- 



W HANKING IN INDIA 

* » 

,uled Banks and Non-^|ieduled Bank^ increijeed^by lOSt. 
Ifvi, ‘24s and 1^,9 p,e. respectively* * The growth of con- 
cyent.raticj^jf iwas most Muarked among the bigger Indian 
banks. The deptisiis* lieJd bj; the Big Five increased 
froftj bO p.c. in 19*J9 t(j px* of the total de^xisits held 
hii Jfie Iddian Ixinks ^n 1943* and in* th'e ekm of the Big 
Seven*, the jiercentagf^ increased fronci 76 86. 

The second^vc^itstanding foatiire of' the progress in 
Ind'ia^ as in other* countries* has been the phenomenal 
growth m bank deposits. The deposits lii Scheduled' 
Banks* iuclndlug the Imperial Bank and* Exchange 
Banks* rosti from Rs. 238 crojct; at the cominenceTneut 
(^f the Wui' to 815 mtros in January 1945. They had 
incrciijjscd by^ Bs* 20 croies oul^v dtiriug the three years 
ending in 1939* hi striking contraHt, post office 

saving depf^sits and invest merit In Government Saymg 
('ertificalcs declined t'rgru Hs. IF) orores in 1938 t?P 
Its* lt)2* nJ8 and fOB croro^ in 1941 i 1942 and 1943 respec-, 
lively, ^reflecting the setback in'the saving capacity of 
the ordinivrv people* and particularlv* the lower middle 
c! iisses. caused hv the inflifcJjon of ciriTcncv and rise of 
prices, increase in bank det^sits has been partly 

the result of the cxjmiision of currency due to the ex¬ 
penditure by the Gowirnmont of India on its ojim behalf 
and on behalf oFThe Allied (ioTenmients, and jiartly the 
result oi; the tapping of new deposits by banka. couri^ . 
tries like tli^ U.S.A.* Canada and Australia, in 

which the clieque habit has been greatly developed, the 
expjihfiion of bank deposits has been much greater thap 
that of currency. But in couy.tries like India, where 

jy yet in its infancy, the fprmer has been much less 
than the latter* Thus* betw^een September 1939 and 
January 1946, while the bank deposits in India ificreaaed 
by Tls* 573 crores, th© notes in circulation in(^reafied by 
Rs. emres, i». 

‘ Purtlipr, a marked change has tak^ place in the 
Character and rate of turnover of the deposits* - The pr6- 
portion of fixed deposits to total deposits fell from 1/3 
at'the beginning of the War to less than 1/4 byrSeptem^* 
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her 1944, they ^^lavc increased hir leas in amount than 
ciirreDt 'deposits '^tor, three reaf^^Vis* Firstly* los^i rates 
of intoest for fixed deposits have ^weakened ^ the public 
desire to hold Ihem and stron^thjfiied the tendency to 
hold liquid assets in ihe firfrn of current deposits. This 
trend was uqticcfthl^ even during the Repression that 
preceded Uio^ War^ which has stringtJjened the IreBd. 
Secondly, the piddic is unwillii.^j 3i> convert its saving^' 
into durslde assets sucli an gold* shares and real estate 
on account rl' llieir inflated prices, and hun hetf^t holding 
the savingr^ in ihc most liquid form, sti as to be able to 
purcJiase dui^hle assetn as wkui as their prices go dnwit>j 


Final!V* during^ tlie the sa%'ingw e^^nnol■ bo used for 

the creation or extensioii' of industrial establisJimenU 
on account of ihe difficulty of (d>taiiiing indusUnal equii>- 
irient. They lu^ve. tluTcforc, to fse used ii.s ijicivaHed 
v.i/jking capitah for obtaining enJiirgcd output Crom the 
existing scale of equipment hi cstafjlislmionrs. The 
first two reasons have als<i slowed ^lowri tlie rate yf turn¬ 
over of the deqK^its, 


The third (HitstMTuling f^^atnre has a Jiuiiked 

decrease in the raiio of paid-up cjipital and puhliaficd re¬ 
serves to bank flejujsits. It tell from f:i'8 in 1UIS9 to 
5%H in 1943 in the case of the Imperial Bank, from 10*8 
to 5 in the case of tfie Sc[iedi)<ed liaiiksjis a wholt*. and 
from 9’3 k> 5*4 ii^ the case of the Big Five. I^etween 
1939 and*'1943, the paid-up capital and '’es<*rves of the 
Irajierial Bank and the Indian Scheduled Ba'iiks mcivased 
from Br. ^24 lo 31^ crores only, hut iheir dcfiositi ifi- 
oreased bv Bs- 3C0 crores. From the viewiiohil of the 
safety of the det>ositors, this adverse factor a 
partially olfset by the h4?her pro|M)rtion of tfte liquid 
assets nf banks enfo!*<‘£d by the War. Banks, there¬ 
fore, have found it nccessiwy to coiisicloi the questiol'j 
of ‘ ificreaj%fng th^ir capital* The usital Dxtio bet.veeii 
bank deposits and capital iS 10 or l2 (a 1, although 
importance varies with the form in xvliich bunks laaii:- 
tain their aswts, being less in the case of banks whieB 
ke«p the bulk of their assets in a liquid form. Over 300 
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* banks have already a{)plied to (loveEftment for permic- 
‘Rion ti> iiiciease their ^(japitnl ani where 
ap|>earcfj ^ JusUtied, ,'^aTietion was given by Oovern- 
merit. , ^ 

r f j 

The tbiirtii feature of the progresR hvLH been a change 
^ m tlie st^'uctur 0 of ilie of tlje hanks on account 

oJ tlie suiaHer degree of reliance placed b^^trade and in- 
^dustry on baiik finai^ce and the insatiable Government 
deKiiind for IbiiUL froiu the banks* Although, during 
the 4 >art of the War, the volumetof bdla and^ 

^ advirnees of the Soheduied Banks has been tappreciably 
^rger tlian the pioAVar volume of 11'2 ^.u-ores* their 
growtii liji*! been far Njiudler Uiar^^tliat of the other assets 
of fhe banks* Between the end of J939 and 1943, the 
pen'ehtage of the bilb and anvances of the Scheduled 
t^aiiks lo their total fell from frj in the case 

of the ijii[>erial Iknik, it fell from i>o to 20 : and in 
Cfifie of tiio Five, from 53 to 30* Tlic reasons for 

c ^ . ' 

the fall li^r^e piutv^s made by-trade and industry and* 
used by them as working capital, ^advaf-ce payments 
made b\ t bivcriiment to cyjitraoOu’s and producers, loss 
of ovrtrseii!^ rmirkets, shrinkage in the volume of import 
and export trafle on i^rivalc aectumt, restriolions on the 
internal movements gjf gmods, restrictions on advances 
agairvKf coimnodilieh, advo'-ftc^effeetft of the War on cer* 
tain Triarkofs sudi as jute and cotton, etc. At the end 
of H'rW tile percentageH of the bills and adi^ances to' 
total assets hn the of the Scheduled Banks, the 

rnifxrial J.Unk and the Big Five rose slightly as com- 
f>an‘d wiili rnhosti tin? eiicj^ of t043 and were 30, 

lyspuctivcly, owing to rising prices, seafsonal traded 
activity aikl fieavy tax payinents by business men* ' 

fbi a^^counl of Jhe heavy fall in the percentage of bills 
;^ind a>d vances to total^ ussetB, the bankn ^lave beeii^com- 
pellAd h> increase substantially their hcldings \o tSoVem-^ 
rnent and othersecuiities* ' Between the end of 1938 
^nd 194^4, the percentage of tljese holdings Jo total assets 
mereased from 54 to ftl. and from 43 to 51 in the case of 
thp Imperial Bank and the other Indian Scbedpled 
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rqfipectivelyt* Bat, these jacrciises offset the fall 
in^the percentage* of* bills and advances only pai^ially, 
so that’the percentage of cash to liabilities of tbp.Imperial^ 
Bank and of the other Banks irierea^jed frorn 11 to 2S and 
from 15 to 24 respectively. The average percentage of cdsh 
to liabilities of'aU*tI>e Scheduled Banka ifus lft-7, 

16'7 and 14’1 during 1940, *41, '4^ and *43, as against 
12‘2 for the thre^ pre-War years* lmi ding 'ijith JOHS. At"" 
the end of 1944, the iKjrc.entagfes of investments and edab 
to total aasefe in the case of the Imperial'Bank' were 
Cl and 19 re^spectively, and in the case of. alt the Sched- 
, uted Banks wore 54 ard 14. ^^oyeo\'e^, many tmTiks* 

* Jiiive Kold off II part of Ihcij' inmiovable property, taking 
advantage of the almorma] rise in its price. , Riirh liqui¬ 
dity is a war-time ]>hennmenon conn non do all coun¬ 
tries. Miiny haflks, however/ liaye sub.stantidl holdings 
of juediinn and long dated securities. Tliese jnny not 
be quite sale, as tlieir iTiavkel fnicc^i may go down, when 
the place of tCtmtiols is Uiken by nr)rmal iuve^5tlnellt 
forces after the War. 

Banks have,more than the factor of their more 

liquid and thei^ifore less proHliible assets bearing a much 
higher proportion to their total assets during the War 
than before it^ l>y Inwcilng tip.* inteirtst paid bs Biem on 
deposits. Hciu^e, tlicir proSIn^have increased aiid’soino 
of tl'iem h(j,vo even to j>ay tiie Excess Profits Ta:*. But 
their return per unit of resources has lalloii. The gross 
profit rate of the Scheduled flanks ha^s fallen from 2''34 
ti\ 1^5 and tiicir ex|)ense ratio from 1’5 to 1, the dilifer- 
,nrice showing the fall in tlte net profat rate. The,j)ro- 
portion of grf>ss profits jtniid by them in KiJirKcs iiTsI 
fallen by; 1/15, showing that their employees, like other 
members of Ihe middle classes, are bearing flie maitp 
burddh" of 4>usiri'ep|i profits. ’ , ^ 

'.Finally, with rapid expansion of banking, a siiort-^ 
age of trained personnel is being experienced to^a con-^ 
sidei'abie eifteAt by new as well as the older banks. Some*^ 
of the former have attracted some members of the trained 
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‘ of the Ifitter^ otfering higb^ Balariee to them* 

* Itr iii^* therefore, be^o suggested that wU-6onceiif€d 
trsiiLLng scheules shaulil be devised by the hanks and 
•their jitWjJjsed Aftsociatiofi. 

tThe prospects for the bafiks in India after the War 
appear tt> be Ijfigfit, if j)roper ecoqonjtic, yfio^ifitary and 
"KlSkhig ]>o]ide^^ aret pursued* In osder that the rapid 
■.expansion may not become a source' of weakness to the 
hanking systclti, is necessary ih ensure that the banka^ 
especially the new tynes^ pursue sound i>olicies in their 
mitiui gen lent a nd* avoid hurry in showing kirge profits 
*|or each brancIL At the same time, they, like the banks 
in other t:ountries, will have hJ deal with the question 
' of using their funds after the*War to greater advantage. 
It ha!s, therefore, been Kugges^ed, firstly tlint the banks 
can safely^, (lljundoii their^ fKdicy of pot lending for 
medium or short^tcnir capital purposes and introduce 
greater elasticity in the principles governing the grant 
of loansJ without aettyo piirticipntion in industry, as in' 
tlie case of the ban king sy stems in somcf countries of 
Kurope and in the IT.S.A-j^aiid ^^econdly tliat the banks 
should be u\ore willing to lend to the small'business man 
on the strength of his business capacity and character 
rather than on the wtrengtii of his material resources, 
Hveji it India use5 u[) }ier external asaets to pay for 
her iinp(yrts <yf capital and otfier goods, the bank deposits 
will not'deeding, if,the currency, returned to tb^ Seserve' 
Bank in exchange for the external assets, is taken over 
by tjovernment, against ad hoc seciliities, for financing 
the^ execution of development achemes kept ready ip 
This currency will'get into circulation again' 
and very n;>ou find its way biick to the banka* More¬ 
over, if the imported capital goods are wisely used for 
Economic development and larger employment, the de¬ 
mand for bank finance will increase, aod this Vvill’iftrest^ 
the decline in bank cteposits* ILveu if there^is currency con^ 
traction provided that the Ee&erve Bank does not pursue 
Measures for enforcing credit contraction, tfte banks can 
maintain deposits by lending working capital to concerns 
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in the f(;>['in of created deposits, ^ the ratio of their cash 
to* liabilities has'been higher Jiji an the^ pre-Wai ratio- 
Wh^n* economic activity is thus promoted, Reserve 
Bank will have to suppjy *inor*i currency. Further, 
banks can spread themselves furtlier and tap more Sav¬ 
ings. They i5aii 'also increase the rate .r>f thef ixitxvKffpx 
of deposits,, as it*^ has'fallen coi|aiderabIy during the 
War. Moreover, the ^fteserve' Bank qan lend theni 
against their holding of bonds* the removal of 

, war-time restrictions, the demand for advaiaces from 
banka will^increase, if the right poHcJ for the economic, 
development of India ia^pursued and a slump is avoided 
If the above jiieUiods prove irmuffibient* to meet the de-. 
niand for funda, whatever'further expansion of currency 
may be needed will be priwided by the IJeserve Bank. 
All this will pii(>niote tlie psosperity of the'nation and, 
enable the banks to sfancl wiiecefisrtilly the strain of transi* 
tion from w^ar to But *if there is considerable 

contnu'tion of curreiicy* heavy fall of prices and,declii[jo 
in econoiJiic Victlvijy on account of the pursuit of wrong 
economic and monetary poL*jL*ies, the nation will suffer 
greatly and rhany banks will be in difficulties* 


^ (-IIATiTEB IT *> 

Buirat^ Finance: Maney-Lendera jmd - litdlgeVionB 

Bankers 

i 

^ 1* Rural Indebtedness.—Rural finance is one ol the 
,rhost impoji^ant economic frroblems of India, on ac^dunt 
of the appalling poverty L’lnd (he estremdy Icjjv •standaAl 
of living" of the rural population. Atscording to the Cen¬ 
tral Banking Committee, the average‘annual income ot 
an^ i^gricuiturist pi Britisli India ns about B&. 42 pr d 
little over ^ The same Authority,*c® the basis of th^ 
f^res supplied by the Provincial Banking Conamittee^ 
estimated ^tte total rural indebtedness in India to hs 

^ K^K>rt, p. 89. 
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'ftbout 9tX) crotes.^ It has appreci»t>ly increa^d smcp 
then. And is bt;Jieve<] tn ^^xceed Bs,'1,200 crores for Bn- 
tisli Indjjf. Af part of this chronic d€bt hag 

been inherited by the^present generation from past gane- 
ruttous. Social tradition and the custom of euch anc- 
cygejing ^ooralion, iicknowletfgmg and^trykig to pay the 
debts'*of its forefaifi|is, have been ^xalted into a legal 
'tuaxitn, rt^. 'tj^e pious rtbligsitioT^* to pay anceetral debts 
t^ntorcciUde in counts ot law*-. Ijvon when no assets have 
jjiLssed iLJid vlcbls arc* not legally inheriLed,'<*they are re-. 
,,gar(lod by sons or' lieijs as debts ol honour Ify the force 
sf tradition* Moreover, there is n gennrn] Consensus*of 
.opinion ibat tfiu'. Vijlhinc of rnvaj indebtedness has been 
iucrcjssiug for ii (amturv. * 

Tlio cnuscs of tlii^ indefdednesK are complex* The 
minr iijjpo^tant Uro the fo^is of ecoTiorni** eipnlibrium in 
the < ourilrv caused bv' Mie decuv or destruciion tjf many 
cot I ago irtdu^tries and l)ie scarcity of ?arge-scido indus¬ 
tries, iL 117010 raptd inervaso of the jKjpulalion depeiulent 
on ugiiculture than of the cuUrviiled.urea * the inci'ease 
of uneconotuic beddings ow.i?ig tf^ their sub-division and 
fragmtfi]taltie*n, low exjainditure on ugriciJlture, out-of- 
dato incUiods of |)ro<lHcfioii and (sonserjuent low' produc¬ 
tion from fund per hiwil of fxjpulation and per acre, the 
dependence of ;igricullure*ttn^ the vagaries of the mon¬ 
soon, and families, tlie burden of land revenue,, ineffi¬ 
cient Jiiarketing of ^produce, the existence of sofiul habits' 
liarmftd to jfrogress, ihe extravagance of the cultivators 
owljk^' to ilie luck of business sense resulting from illiter- 

iiK-rcase in tt*eir borrow^ing capacity owing to tlrfi 
Oji^iratipn of Wostcni ideas of pro[^rty rights to their* 
holdings, :md lust but not least the defective orguAiza- 
tfon of rural credit with its excessive rates of •interest 
and certain objectionable practices* TJjesc pJiges are 
con(fcrried with tlip last capse only, tut it ^houfi *b6. 
Sforne in rnind tlfbt no organfeation of ruM.'al credit, how¬ 
ler excellent, will prove satisfactory unless^rpultaneous 

* ^ B«pori, p* J55* 

J* Tbomaq, The Prohlejf^ 0/ iitirait p* 
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t!|fortfl ^re made % deal with i^e other causes of rural 
povecity and indebtedness and to inaip agricuHure a 
paying industry, ''Tl;e supply oft cheap crtjdjt is only 
of advantage to the agrieu^tufist if production la, or can' 
be made, profitable and his ^indebtedness decreasefl,*'^ 
p]cofiomic prdgi‘e^s and the development '4^ banking 
interdependeijt, thft latter ciinnot ai]^*ance in a cnmtfiunity 
steeped in poverty, igi^orance itnd help^gssneas, * 

1'he evilft of tiiis iiidobtediless are ttie transfer of fend 
^from agrieiflturists to non-agricultural in6n^»y-lenders, 
increase ol* landless labourers, loss of agricultural eflTK 

* ciency, loss^caused by compulsory sate of the harvest 
to the creditor at a lo^c price as mooh xh it ik gatlicred,. 
and lack of distinction het\veen loans required for short 
and long [leric^ds* Owing to this lack i\l distiiictioTi, 
even wlicii a liwge loan is obr:iined for‘capi(ftil improve-^* 
meuts or for the repiiynieiit of^old debt, a short [jeriod 

^ is fixed for its fepayuicnt, wj Unit the borrower has to 
line the bulk of his iTfcoino for '‘this pur|K)se, Iiels iipt 
enough left even for his sulisistence, and ia, therefore, 
eomiwlled to spend less on hh proflucthm from fend and 
to allow the pruiiucliou to fall off. ^ ^ * 

Rural indebtedness presents two separate problems* . 
The first is to devise measiirej? for Jiquidating the stand* 
ing iTidelilednefts, a iuigc„part of whivh has been in^ 
herifed* Tins prohletii will be examined in tjic next 
chapter* The other is to devise remedies for arresting 
the future growth ^of unproductive debt* '’This vrill bd 
considered now so far as the organizatjon of a satiefa^toiy 
^Btem of rural credit is v^ncemed,* 3 

* 2 * Special Characteristics of Rural Flnance.^Fu.^ 

all St is necessary to eraphaeise that there h-re certain 
fundamfental differences between agneyltural and indufl-^ 
trial, finance* „These give rise to special problems o£ 

- rutal^ finance that need ap^ial treatgient and arc /nore 
difficult to tackle than those of industrial finance* ' 

* (1) While'other industries have shown a marked ten? 

" I 

ri 

' Foreign Exp«rta* Beport attached to Ceotfiil Committoo Hoport, 
p. - 
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dency towards increasmg cooceiitration and ficale jjS 
production, agrjcultare I^a continued to be "emall'Scate, 
^attcredj^ jiaolated, individualistic, and relatively un^ 

' organized. Moreover* a^iculturists’ operations are 
mole coraplex, longer in tljeir cycle, and subject to special 
rigfe froifi dun^te and disease, and 4h^r capital is sunt 
inTonns of wealth, ^ich only an exj^rt can value, and 
Xvhich cttjinot jeadily be ticcepfce(l as security for loans* 
Consetiuently, wht^reas industrialists obtain their capital 
by isKuinfi shares and debentures, farmers htfve to depend, 
.largely on their oWn resources* 

^ ( 2 ) It is very difficult to establish a coAnection 60 - 
,tween agriculture and the m^^ney market, between 
farmers desiring credit and ^skvers needing investment, 
through the ^usual link, viz. the commercial banks, 

L becaust's the seedlitv that 4>he farujcrs can offer is not 

ft' 

acceptable to the banks. Land, which is the principal 
security ^liat the former can offep for iong*terni credit, 
regavded as unsuitable by the* latter, as it cannot be 
sold readily, as its f)rice is subject tg special influences 
and can be detorniined onlj^by special exjierts, as there 
may bo difficultieH in connection with thb title to it, 
and as the right of transferring it may be subject to 
customary or legal ri^striciious. Even the more liquid 
and more readily saleable 'assets of the farmers, such 
as crops or live stock, are regarded as un.quitable B^iirity 
by the'commerciaJ banks owing to the risk*of flood, 
failure of raiAs, epidemics iimong live stock, etc. More* 
over^f loans tn farmers are regarded fia frozen credits by 
these banks, because the repayment of the loans h^ 
fvostponed and spread in small amounts over* 
a tiuniber years owing to iinfavounible seasons br a 
normally small repaying capacity of the borrowers* The 
fanks cannot afford tq lock up their fujujs in thig jwav, 
becatise^ they are pbtaiiied ^n the ahiipe of tthorMetm* 
deposits or call nfoney. This ordinary ciedit machinery, 
fherefore, which serves the purposes of tra^e pind indus^ 
tries, is not directly available to agriculture* 

^ /3) These difficulties of rural finance are enl^nced 
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India bv the illitefocy, poverty, Jjeavy mdebtedneas^ help^' 
lessnesB anS uneconomic holdings of the ^Indian farmers,* 
The, need of devising measures to overcome ‘these diflS* 
onlties is urgent and gi'eat^ and th^j nation and^the State" 
must interest themselves in the matter, because ajgrU 
culture is net ml^rely an industry or buisines^, but ^Ijso 
a public senrice *'endcred by the^ farmers in national 
interests for the^care ryid use oi land w^jich is the basil 
of national life. If this is ’true of ((‘Western coun1?ries 
.how much more fir> of India!' 

3 . Credlif needs of a^iculturtsts.—first step in^ 
the consideration of the proper organization of rurai ' 
credit is to understand the normal credit needs of agri¬ 
culturists. These may beMivided into shortterm, inter¬ 
mediate and long-teniip Short-term credit is needed 
for the purchasiv of manure and seeds, expenaes of trans- < 
plafitation, weeding, hoeing, req-ping and threshing, the 
.payment of land revenue or rent, and the maintenance 
of the fantierK, their 'families and their cattls* For 

, (I * 

this purpose loan» should be available to the farmers 
at short notice, in modei-ite but adequate amounts 
spread over nine months or so, and repayable only after 
the harvest is sold, and the rate of interest should be ^ 
reasonable. Intermediate credit is needed for the pur¬ 
chase of cattle and agricultural impL^ments and for 
carryiiig out improvements in llie ordinary C(jurse of 
agiiculture, such as levelling, deep ptjughipg, irrigation, 
clearance, drainag-?, and fencing. For this purpose 
loans should be available to the fanners in adet^uate 
amounts for a period of '"rorn one fo three years (it a 
reasonable rate of interest. ■ ^ 

Long-term credit is needed for obtaining fixed capital, 
inveaterf permanently or for long pefioda in the purchas?^ 
of Icmd /^nd costly equipment, the consolidationana' 
improvement of holdings, 4 ;^iid the repayment of prior 
debt. For this ^purpose, the loans should be obtainable 

' Cf. Central C^mpiittee Bepott, pp. tS-S, and ForetgD EiperU^ ' 
Reprjrt, pp/ 680-90. 



40 . 


4 


BANKING IN INDIA 


in unmounts tiufficieiU i<\ enable the firmera to ^conduct 
ilieii kupincBB effectively^ and their rbpayntent shoutS 
be *tt€Cordjng^to the capiicity of the borfowera 

as deienifiiied hj theif inavgirj of profit from their hold- 
over such a period would not starve the bor¬ 
rowers w'ith regfird to their current*, fittandial needs, or 
coiii|)ot tbeifi to borj «/>v- dsewhet^, or^*to seU their liold- 
ings- Moreover, the' farmers aged credit, short-term, 
intm'mediate, or ^{>ng-fcern>, for marketing their pro¬ 
duce and *foi rural industries. The Oeiitni^ Committee 
^has' mentritmed Rs’ Lo cmn;s as a lower limit 

the fanners' needs for .stiort-ferm and hitermediatc 
credit in tlm oV liritisli Iridisi, and has expressed 

lf)0 (^jiimon that tfjore is an :ilmost unlimited scope for 
the gfent tjf'lonir-term loans' ' 

The agcnceos that. cxihI at ]ire.senL for^siii^plying rural 
credit- are niQneV“lt''ndt*t:&, }irt>iVjssit>Tial and non-profes- 
ftional, ijnligenous hauliers, co-operative Bocietics and 
banks, Joan ofiicc^s in Lien^al. NWhls and Chit Funds in 
Madras, couimoroial bunks ijscluduig lihporial Bunk 
and tiie excl>ai*;4e hyiiks, tha riescrvo Jiunk and Uovern- 
ment* ‘ Wa ^hall tiow ennsidtir ilieir f)reseTit* services, and 


tJio jmprnvetnrnrts that are necflcd in thorn, 

4 . Operations ot iqoney-Ienders.—Botlw money-lenders 
and indigenous l^inkers le^ijl^iyoney. But the first differ- 
eric-e between tlteiti is tliat while the hitler receiyc de¬ 
posit s. or deal Jii Uimdi.s, or hotli. which are Asentiaily 
banking func*ih)us, Hie former do not tiRuully do ao* 
Sorn^ iiiijnevdtmdors may now and tfjea use funds tern- 
ponifily deposited with them^for safe custody by theji^ 
ijuc tJiis Inn^iness in too uncertain and too small 
to'ihstify tteir ckiim to the tifle of hankeiH, Secondly, 
while the iiidigeijon,s iiankei’?^ finance trade and induB- 
itither titan consumption, the monej-lenders,^ espe¬ 
cially urban oncK, fijuince consumption Vtlore tftan trade^ 
Thirdly, the forAcr are nunro careful 4l:iaii the latter 
Bcgarditi^ the objects for which loans are reqn^d. Final- 
the former's clients I'epay more punctually than tiio&e 
of^the latter and, tharefore* the former usually charge 
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lower rates of inteteat on the wholeIt should be borna 
iff hdWevei*, that the diving Itne J>etween money- 

lendefe mid bankere is rather thin Jn many oafies. 

The indigenous bankers and yioneyjenctera lack a 
comprehensive organiKatlon, as their develojinient 1:ias 
varied in diff(*1'ent*py.rts of India accordirnj to I<X'aI 
habitsj custojna, and trilditions. , broadly speakings 

the money-lendesR, UBnahy kfioivn as so^ocart hania of 
mahajan, may be classified* into p|ofcSRionul money¬ 
lenders, eitliftr rural w urban, including itinf?ra*it money- 
tenders, aBd non-profcssional moneJ-lejiders such as 
laiid-owners* agriculturists, merchants, traders, pieader&T 
pensioners, jobbers an4 sardars of raboorera, priests and. 
w'idowe, who pursue othef iictivities but lepd out their 
surplus funds, * * ^ * 

The professional iiioney-lenders in th6 villiSges usually 
give small luans on a mere entry^iii thoir account books, 
nr no entry at •all ajid a verRal proiiiiee oc^sionally 
Slacked b\ an oatlj, and without !l document or *eveii ,3 
witness, iiut'receiyo proTnisaoiy notes when the loans 
are largo, or when old loans ^irc renewed". They UKually 
give loans fof current agrrciiltural requiremerts oh per- 
i^>nal security on the nndeistanding that the harvest is 
to be sold to or through therii, or*on the mortgage of 
crfjps* But when the loanti^t© large or given for ii long 
period^ security in the shape of mortgages qf land^ 
'houses, of ornaments, has to be supplied to them. Un' 
less they have cultivation of their own, they do not 
usually accept usufructuary mortgages. They ofteu^ ob- 
tfpn conditional sate deed| on tlie 'Anderstauding Smt 
Wie land would be rc-trupsferred on the repay^ieiftf^yf 
the debt* They make nu enquiries regardingT^he objects 
for whicjh loans are demanded, and the juanner in whic^v 
they ;would be utilized. The loaiiB are given in cash ae* 
well as iif kind. * Interest ^ added the principal at 
short intervals, that this form of compound lin ter eat' 
rapidly increjses the principal to a large amount^ Th^ 

* C/, Th* Punjftb Committet! Report, p. 130, 
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money-lenders in addition condi^et agriculture, trade, and 
Tetail #hops** ^ ^ 

The rel^ion^ between^ them and their boiTow^ are 
■ hot so friehdly nowaSiiyeas they were formerly, owing 
to 4he lose of interdependence caused by the disintegra¬ 
tion of the village coinmtinity and legal protection 
"gfPSn^to the bSrrow^s. The latter* pften endeavour to 
iiikc undue advantage of the protectto;^ for evading re* 
piiyiiient, and *lhe^money-lender^ resort to several objec¬ 
tionable gracticea, mentioned below, in ort^r to protect 
them selves against the risk of losses, so that the attempts* 
evrjtsion ultimately hano the interests of^the debtors 
themselves. The oparalions of the urban money-lenders 
'are similar, but on a largo scale, and they also advance 
money on hundis, ' * 

Itinerant, nionvv'ienders, such as f^athans and Kabulis 
in most parts of the .^ountrv, lh)hillas in the Central 
Provinces, Qistwalas and Tharukkars^ in the United 
.Province^, and (lossaigs and NagAs in Bihar and Orissa,- 
fiftpply ^credit to poor labourers, factory'workers, menialg, 
peons and low-paid clerks wlio cannot obtain credit else¬ 
where, Th^ fiuiiiR iidvanco?! are usually small and are 
given for sliort periods. Formerly their methods were 
very informal, and bonds or written acknowledgements 
were geldoni taken fmm ]p:a borrowers. But nowadays 
they ijsuiilly olJtain fn'oirnssdry noles, or signatures, or 
thumb impressions in tlieir kbala l)Of)ks, from JjorYowers 
aa acknowledgement of debts. These men as well as 
oth^ pt^tty money-lenders give lotim to borrowers, re- 
ceijing week!y or monttdy wages, also under the insti^J- 
m^ pL or kist system by whi(^rt a loan of Rs. 8 is repatd, 
m.Hine bv an instalnumf. of one rupee every week, 

or a loan of 4, 10, IG, or 20 riipcen'? is repaid in G, 12, 20 
^or 2G months, bv^'iin instalment of one rupee per month.* 
In <?ases of default, they sekhun go U* *the fawsepurtg, 
^ut threaten or iM‘ force. Actual force not used often/ 
jis the threat of it j-roves suiTicient in a majority of cas^s 

* * r# ■ 

* * Cnminiltee Report, p, ‘220. 

^ Scrt tJ.P. Committee Report, p. 2!7S 
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to terrorise the i^orant borrowers, who dare not com- 
ptain kf the police,, and who lllow ihemeelTes^to be’ 
victimised. The borrowers arS also ke^t ii\ ^rpetual 
dread of being victimised. Most hf these mrftieyJends 
era also sell goods, maiDlJ cloth,*on credit at a prica 
which oovers-ft uwrious rate <?f interest, * 

^ * m m ^ 

The non-professional landlord ori agrichlturist rijonfey- 
lenders are often rfiore greedy and? exacting than the in 
profesKionjil brethren, •They,lend seed dn the isecupty 
of future crops, or money on that orlandj^and eagerly 
wait for th« chance of seiising both. Holding a stronger 
position in tthe villages than the proh^fesional moneys 
lenders they secure the •i)ityment of a larger proportion 
of their claims. The fandlord money-lenders especially 
are the most dangerous, fts*they get a double hoIA over 
their tenant-bfu^mwerri, who have to pay Doth rent and 
interest, are aplf to fall into arrears of one of the two, 
and aro liable to tlrcir cropf^ seized and to be ejected 
‘from the land. In rcsjjcct^ tlieir operaflons and 

methods arc «iniilar to thow^o of the professional money¬ 
lenders, Merchant or trader money4e,nders give ad* 
vances to cultivators on corufttion that the letter’s*crops 
are wold to, oi' through, them. Owners of cotton gins 
lend money to cultivators on the condition that they sell 
their cothm crop to them, Jet it ginned in the^r gin¬ 
neries* Such inancy-lendefH are less exacting in their 
* terms/ a* the sale of the crops to; or ^througli them 
gives them substantial profits/ Other no»-professional 
money-IeuderB siiclj as lawwcrs, pensioners and widows 
give loans only to acquaintances on ’yie security of mnd 
or ornaments, * ^ 

Loans are obtained from monev-lenders f^r all sorffi 
of purppses. Agriculturists borrow for the expenses of 
cultivation and the household, or for* the payment of 
rent ^> 1 ' !a«d retemue; landlords borrow to pay land leve-* 
'nue or purchaseJand; traderfnen borrdw for the purpose^ 
of their business; artisans borrow to purchase raw* 
materials; pibfessional men and employees in receipt of 
^ Cf. Bombay Committee Report, p. 915, 
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■fixed sAiaties borrow lor the expensea^tof medical treat¬ 
ment, pr the education their children; and &K cla&a»a 
of people l^tnrdw for 30<fial ceremonies such aa births, 
marriages h.nd fiincrjlls, ]jayment of earlier debts, 
aiiil^for litigation* * 

These Qnonoy-londerri are generally ireaajnable as re- 
grtrda.the perirtds forj which the^ loai^ are given. The 
sliort’term loans have tej be repaid aS soon 'as the crops 
are,,sold, but a the crops ^fail Completely or partially, 
they arc (jiiifo wiJl?hg to extend the periods^of the loans 
or to obtain new ugreeirients for larger sotrts* They do' 
yoi rush to cfiurt to realise the principal aa Jong aa thef 
interest is fiaid, and •f>refcr to give the borrowerR every 
bhanco to repay* the principal, 'Many of them do not 
even press for the payment, nif-tfie principal before the 
expiry of the "period of limitatioTi, unless the security is 
found to be inadtHpiak*. ^ Ikjt they insist’on the punctual 
payment of the rrdcre^;!,^ Iiecauye it is their chief Bource 
of income* In termed iy,tc loans tij’6 given for three year^ * 
ot JesR/ and hmg-terni loans for longer pcrvids* Itiner¬ 
ant irKinoy-lcnders give loans ior short periods only, but 
they do uoi ponipel jepaymefit ns long as they regard the 
louMK to be safe* 

6 , Objectionable practices of money-lenders.— Many 
money-lenders, howe\^er, ipcort to various objectionable 
prnwdicrs in the/course (jf llieir oj^crations* such as de¬ 
manding Jidvunco interest, ilenuindiiig presents^or*open- ^ 
ing busioesR,^i:)htaming Ihiimb imjjressions of the debk>r& 
on bjank paper with the object of entering any arbitrary 
figure later, if Hie debfnrs do not jiay interest regularl;^^ 
entgfljing in bonds amounts miu^i larger than those actually► 
lent’, manif^ilating the accoiini»s, taking conditional .sale 
deeds as insurance against the jxissibility fjf the evftsion of 
bayTnenta by the debtors, exacting free service from the 
debh^rs who arc thus^ virtually reduced to th* pOsrition 
rA serfs, disboneftrv in the s^ant and collection of loans 
yi kind dr cattle, and in the grant of loans in instalmentfi. 
If the rnonev-lenders have any aasiatants, called mnnima* 
these have to be paid commissions to obtain loaite, espe- 
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cially if the eeeuriiy offered by tljo iDOirowera la rwt^iuite 
aflitisfaetiory.* Sotye money-lend dm make the borrowers, 
&ign p^omjKiiory notes by whicl# they undertake repay 
til© loans in unv of the several (districts jn^niaoned 'm 
them, and if they default^ the mcmey-lendeiH me them 
and obtain un^oni^st<;d decreesdn distant places, and then 
cxecate then*at thd'plajies where the bo^roweFs live... 

It may, howevei^ be mentionecl that most of* these 
practices are not coiifinfd U> India, and tl*at they prevail 
in all those^ countrien in which moftey-lenders thr'ive, 
■Moreover, j^noney-lenders in India leaUse that their 
prosperity upon that of their clients, and that 

it ia not lo their advanti^e to see^tbein ruined, and on 
many occaainiis they ahow leniency. Opinion with 
regard to them is divid^.* fiume condenm theii^ alto¬ 
gether as unsorcipuloiis usurers, )and-grald>ars and fomen- 
tors of factions^ind law-Hurt^; otjicrs commend them as 


the friends of peiiHarit?;, the tradjtionaj guard lays of their 
pmperly and ever [i^esent he]j>ers iii time tof need. 
The truth Vtgs Ijetween Ihei^e exfremej^. * » 

6. laterest charged by nioney-lendors. —Tlio reports 
of the Prov^cial Banking%CojiiJniilees? sliow' that iu 
most provinces the rates f>f intt^rcst cliaFged by tlie 
money-lenders vary boUvecn 12 and -ITJ pei' (^ent aooorfB 
ing to the security and the *^nimmtfl of the loans and the 


total iMMOunt of funds avifiluMc in t!u^ neighbrnTrluxid. 
Lon0^5* s^nircd l)y ormaments, lancL or other property 
carry the lowest rate of interest. all the pro¬ 

vinces, the rates g-re the lowest in the Punjab. Th© 
rates charged by the urban money-lenders are genA'ftlly 
Iftwef than those of th# riirnl mf^ney-!entiers, \ffhile 
among the latter the rates charged by the jrftfeaalpiAl 
and non-professional money-lenders tend to Be the same 
in the same area. Loans given without security carry 
much .hig/ier mtes, with a maximuni of 300 per fentr 
The'Pathan, Kabuli and ftohilla mej^ey-lenders charge 
from 76 to 365 per cent, as they run a great risk ot 


* • * 

^ flee Bomhuy, Madri^. PiiniaV anti U.P. Comuiittcefl llcport*, 

pp, 210-llf 196, 901-7, at and &0 tespoctively. 
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■losiT>g their money. ' 'these high ratesinterest are due 
to Hie operation of the following factors: e • 

(1) fn many'parts of the country the money-lpnclera 
hold a semi'jrionopoKhtic position as tliey are the only 
erectt agency available to tiAj rural population. T!ven 
if other ^igencies exist, they are nc4 ai^g-ilable to all 

•sections of the^rural-population^ anS^cannot meet ade¬ 
quately the needs even pf those sections wfiich they do 
fiiuipce. " Man 3 ^do not like^to joiti it co-openitive s^xiiety 
owing to th^ fear flf publicity and uiilimiteiV liability* 

(2) Many villages have no financing ageycies, even 
'iponey-lcnders. *The needy villagors have, Uierefore,-to 
go tt> Hie nearesf^ village that has a money-lender who, 
not being pers<iimlly acquainted ^ith the borrowers, has 
to charge them a high rate to*cover the risk/ 

(3) nolatiydy ,to the denjand, the money-lenders* 

supply of capital is very inadequate. They have to de* 
pend laig^y upon tlieir* own resources. 'JUie rural money¬ 
lenders riindy obtain deposits frnyf the piililic, and most ■ 
of^tfie urban nioney-lcnders do so to a smaiUextent only. 
Tlie niral nioney-louders may borro\? from the urban 
ones, j|Tid the bitter from fiia indigenous bankers, but 
such borrowirigs iiuo seldfim large. Both liave generally 
no coonecljon wiHi the money market. The shortage of 
their capital is luuug'onhafifcd by the fftet that, owing 
to the 'lack of u fational systefti distinguishing the short¬ 
term and intenm^diatc credit needs properly froila the 
long-term iic^s of 'the boiTowers, their capital is getting 
frozen \'eiir by year. • 

(4r Owing ignorance and conservatism, borrower^ 
are fmable to examnie the feifeibility of obtaining loan&* 
atr^lBwer'rcjtcs from other, especially urban, centres. 
For the same reason there is no public opinion to con¬ 
demn the high rates. 

*'(5)^Thfi exfieiiaes of "the moneydcndqfs* in cqnneotioii 
with giving small ^oans to a Vrge numb<jr of borrowers,. 
rfianaging them, and obtaining repayment of them, are ' 
(Such heavier than similar expenses of joint-otock banks* 

* Sec Bengal Committee Report, p. fOO. 
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, (6) The security^ offered by the oorrowers is mten iD- 
adequate* Por Ipn^j-tenn eredft the mly eeciijity Ur 
offer land* For short-term* and intAnie^iate credit 
the main Becurity is ornamenlas* Wut the vaKje'of ornft» 
ments in most cases is amifll, and fti addition womeirfolk 
do not like Jo p»rt with tlieflri, a& they are J>oun(l np 
with certain social, and ^"eligious us,es. Ifhe other assets 
me usually of ernfilf value* Industrial labourerSj landless 
agricultural laboirrera, ^nd cultivators \ftio are alreiidy 
indebted haie practically no security to offej* Conse- 
‘quently, tlte money-Iendors have to shoulder far heavier 
risks than «>ther credit, institutions in Sonnection wfitb* 
their resiiective financial operations, an^ have to charge 
higher rates by way of insurance against the greater 
risks* This is brought oftt In the repotis of some t)f the 
Provincial Banking (vi>nuiiit|eeB which sTiciiv that the 
actual gain of I Tie m(mey-lcnders*liHf 5 been much smaller 
than the rates (4f ijiterest agreefl upon originally. 

7. Laws for checking usury,—To check usury*on tjic 
part of the ftioncy^-lender.'^, the TJsurinus Loans Act was 
passed in 1918* It empoTver^ tlie courts of law to re-o^en 
and examine •all loan transiictions* if tliey ace of cfpinton 
that the stipulated interest is exorbitant* or that the 
transactions are substantially, unf^r to the borrowers* 
Before 1918 the courts ha*l*ti allow interest at Ae sti- 
piilate4 rates, T'he investigations of the Pjrovincial 
Banking‘Committees show that the* Agricultural Com¬ 
mission's opinion that the Act luts been liAlo utilized so 
far is not correct, but that certain defects in tht^ Act 
deed removal* There k general cAnsenaus of opusion, 
'however, that the Act, utilized more freely and'iJilSjs, 
k capable of mitigating considerably the e^ln of usury 
that pi-fevail in India* Further, the rule of Danidupp?vi;. 
in the Hindu-Law of Contraftt^ by which interejjt in 
exce&B of the prmcipal caijf^iot be recovered at any one 
time, has been^ enforced by the courts in som4 parts <JF 
file ^mbaytPresidency^ in Calcutta, and in Berar. Tb6 
Bengal ^Committee recommended legislation on this 
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A'tiSurt, however, la not prevented from regarding 
Fcites below the above* onea as excessive, ^Thft Bengal 
iind AetA also preside that no court shall, decree 
lOn aertiUni of arreart^ of jntereat a sum greater than the 
principal of a loan? The *13ihar x\ct lays down that 
arrears of interest in rsspeet of loans^p^tjted by a court 
shall^ not exceed, when iidded .to friterest already paid, 
the amount of the original principal. The Orissa Act 
provides that mucli of the interest’ jt/S is in excess of 
tile Itjan shall be lippropriiUed towards the satisfaction of 
the loan! tJnder, the tT,p. Act, when the ^ptal amount 
of accrued interest on a loan, whether pai(^ or outstand- 
ing, equals the prigcipal of the loan, the creditor can 
realise interest‘only at the rate"at which the Provincial 
Gov^rnnieiii borrows, in tlie *jase of secured loans, and 
at tw^o per tenf higher in (ho case of unsecured loans. 
The Act further provgdes'that oxcchs Interest this 

rate sh;^I be credited ^ towards the principal* L iially, 
some ofr the Acts (the Punjab,^ IJenga*], Bombay, Bihar 
and Orissa) liave made a provision for doctors to pay in 
court what is duo to a money-leAder, if the latter 
refuses to accept payment before the due date on account 
of the debt<)rs being creditworthy, and interest ceases to 
run from t!je date of the payment* 

Reports received‘from*'different provinces show that 
some* of the afrove provisioiTs, especially those regarding 
the njuintcnance and submission of accounts* are being 
evaded by ft scrupulous lenders in the case of needy 
borrowers. In other cases, the AcV> have restricted the 
credit available to the agriculturists from the monpy- 
leilders. The gafii to them^ however, is that they ki^ 
^^JfninSc ^to live within thek means, and to join co¬ 
operative credit societies if they have to borrow. More- 
iover, honest nirtney-lendors have nothing to fear from 
th^e Acts, which are meant to deal jvith'th^ objection^ 
able practices of^ ‘dishonestemoney-lend^ers, 

8. Decline of money-tondeps.— The business of monfiy-- 
lenders has declined in recent years, insolvencies among 
'them have increased, and ihore than one J^rovincial 
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Banking Committee?, has niention^ this fact* TlTe fol- 
loU'ing are the causes of this decline ; , 

, (1) The moneylenders have*to fight agamwt^ great 

difficulties in securing the repayment of thfttr loans. 
Court procecdiiigH far the recovery of debt are vdty 
expensive, anAlhert js much deldX^ in ol^taming^ decrees 
■ of the courts as well as ift executing them? • 

(2) Some acts passed^for protecting Llie hortowers, 
such jiis the Land Alienation Acts, th^ USurious Ijoa»a 
Act and the Civil Procedure Code, etc,, have ijicreased 
the difficultiffla of the money-lenders. There are seyeral 
cUhSes of fKirsfetis borrowing money from Ehem with no 

, untention of repaying itand taking th§ protection of 
the InFioIvencv Acf,^ * 

(3) The growth of co-oifeiAtive societies has curtitiled 

their activities. , , * ♦ - 

. (4) Tho gen end economic deprcF^jion has produced the 

siimo result. * . * 

(5) Some moue^'-lotide^; are temf)ted by the coijnter- 
attraction of trade jo leave their villages and to seek 
their fortunes as traders i\i the^ smaller towns, 

{6) The t^eliftions between them anti tlie* borrotvera 
arc becoming struined on account of tlie gro^vtb of other 
credit agencies, the legal pmt^p^ctiot; to the borrow'ets 
mentioned above, the dccaj^bi the vilhi^o community 
with ita^ solidarity of village life, the recent lutlionalist 
movement 1;hat has madt^ the niassea (itm-saious oF their 
rights, their suspicions against tho whole mtJheydending 
class on account of the objectionable practices of aono 
of Its members, and the ecqfiomic depression Which htt? 
idcreased the burden of debts and reduced the <iebto«jV.^ 
capacity to repay them. This estrangement isIScen froih 
the recent increase in crimes against tlje life and pro- ^ 
perty pf, the mopey-lenders^* It threatens the basis of 
* IndiaV rurSl economy, of whteli the money-lenders hJve 
been an indispen^^ible featured While tfie borrowers ate < 
flhttwing an .ir\preasing desire to loosen the grip of the , 

Mon^ary ProfrAmj of India f p, G9, 
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trinney-Ietiders, the latter are trying tf> tighten it by 
abandoning some of fheir old inilomial mettfoda, md 
adoj^trn^ pew 'formalitle5, such aa inaiRtence on promifl- 
' Rcjry noter^ fi^oni thS boi;rowerfi in place of verbal pro* 
m^est and b)* inaif^hig on Hhe repaytnent of loans in 
cnah in place of lepayTricht in ktnd,^ ^riiefie effortu, how* 
Imv'e rnrt arrested their drcline^ 

This decline is regrettable because ,thc inonej-Ienders 
arj^ still an h'ldispen sable parf of the noun try *a rural 
etumorjiv. ^They are lu^cessible at all of the day 

and even at ni^dit. Tlieir uudhods of busines^s are simple 
and elastic. They maintain u close porsonrd touch with 
the borrowers, and of I on haVb hereditary connect ioua 
vvith their familioH. '^rhev do not keep thefr borrowers 
waitfiig for'their loans until rlic time for utilizing them 
profitably has passed, Tluvv do not ij[^)iidiict enibarraa- 
.sing cTupiirios into the financial condition of the bor¬ 
rowers, Tliey df) no( press for the repayment of loans 
at due daiti if they know that ruich repayment is incon- 
vonient. T'heir local knowledge and e^|>erieiice and 
presence on ihe sjHjt make it possible for them to lend 
to persons J^avjiig no definite assets, and yet to protect 
tliemselves from losses,^ Such an important section of 
runiL society must not be allowed to disapf)ear, ft should 
be re^fnnned and scrongt^cned. 

9, The question of licenSng money-lenders and Bug* 
gestioifs for i^efonning them.—The Bengal and 'Central 
Provinces Ptinking Committees recommended that logia- 
lat^on should be passed cojnpelling'atl money-lenders to 
obtain licences frojspfi Government and making the practice 
^pf^/ionpy-leiiding without a licence a punishable offence, 
onT the g ounds that without a licensing system the 
objectionable pijacticos of unscrupulous money-lenders 
could not be eliminated for the benefit of the maaaes, 
an# that such cojnpulsory licensing br regi*ration had 
worked well tn The cases oi the legal ^and medical pro* 
fea^ons* ' v 

K * 

' 3eo Bombay &nd U,F. Commif-teJi Eeporta, SOS atd #T. 
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y^he Madras^ Bihar and Orissa, *F3brma arid C^nVal 
Areas Coinmittecs .and Mr. Hubh*dur, however, r^ctjm- 
mended* only voluntary registration of moftey*lpnJer& on 
the gmunds that (1) most of w^jold stronf^ly* object 

to any restricU<ms on theit openilinnR; ‘(2) owing 4o 
their strong the resWc?!^on8 would ejthor be 

evaded or, if cHocUyc* weuld vrorsen the fiwuition of, the 
illiterate born/Wers^ who were depijndent uj>on tliem and 
could not afford to lose Ifteir gpod-w'ill; and (;n it wotijd 
be difficult iq» provide for the com[)afeoj^ Ijcensitig of 
the non-pmiipssionij) nioney-lenders, , 

^ The tertuMiSiigi>este(J for the licence were that (J) the 
.rate of interest ciiargcd by tfie licensees iriiist be within 
a certitiTii rnaxiinuin; ninsfc keep* their acroUTits 

in a firescribed form and allow them to im examined 

periodifiillv by Oovornineritr anditors; (fb J:!nyjnti8i keep 
a separaie acconht lor each ‘indwidnal borrower^ and 
supply a cojiy of it to him fX'rir^lically; f4) tlipy must 
give JOceipt.H to all bnririvers for ]^epayrnenln afid keep 
the f‘ountorfoil^ with fhemselvt^s: :md (5) if they charged 
comptnind interest, period of rests must not be less 
than a v^ar, , - • 

f Ik ™ 

In return for these restrict ions the Iroonsod money* 

lenders should be given certain privileges, such as the 

recovery of loans given by *thctii bgainst agiacultural 

bund Is nr Wiirehniiso rcceiptS hv I he iinx'fidnre that was 

applied‘to ithe recovery of yiublie demands^, advances of 

money to them from hnnks orv the soenritv of their 
■ ■ 

agTlcultuml paper, tUe siirne remit hi nee facilities to them 
aa* those given hy the Tmnerial Bank to other banka 
by post offices to co-operative iSr>cieties, and ^he 
facility to them <^f open in?: current nccounls*w^fth p^sf* 
offices withdrawable by cheques* The Bombay. Punjab 
and Assam Committees and the Central IDomm it tee were" 
not favour of a licensing ^svaterti, either compulsory 
or voluntary, foi the monty-lenders 'em the following^ 
ffryunda, • • 

■The pmnosifl to establish a Rvstem of licensing money-/ 
lenders had been made for two purposes; to lower the 
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high nttes oi interest rharged by theigp, and to check the 
objec^onable practices of some of them. The firet object 
could be secured on^ b/ the progress of maaa education, 
^the development of Aabitf^of thrift and saving amorig the 
mafases, and the prott*otion of co-operative and joint-atock 
banka. This would tfiKS time, aqd’^in the meanwhile 
all that was /iracticable wa^ (1^ to make a fuller use of 
the Usurious Loans Act; {2) to take steps to reduce the 
hardships exp<t?rienced by honest inouey-lenders in re¬ 
covering their dues, fu> us to reduce theirtexpenses and 
to enable iheni to reduce their charges to honest borrow¬ 
ers; (3) to induce tnoney-leiiders to join*^ co-operative 
societies on the cnnd'tinn that they did not lend privately 
to th<i members of the societies; (4) to entrust selected 
money-lenders with the functions of joint-stock 

banksi, fiucb'‘as^ aecef)ting de[!oaitK, anjd making remit¬ 
tances and payments;'<;>) to transhnin them into regular 
branches of the honks ?iS biisinc.^s developed, or to mako 
thein piJrtners of the .banks if the bonks desired to avoid 
tfho expenses and heavy, liabilities of 'opening new 
branches, without losing the advantages of the unlimited 
liability and local knowledge of the moneylenders; and 
(6) to make those who were prepared to abandon busi¬ 
ness other than banking, memljcrs of the Reserve Bank. 

To secure the second , vh. the eliminatioTi of 

the <fishoneat jhactices of sbmo tnonev-Iendera, (1) the 
Usuriofis Loans Act, ’which authoriy^ed courts fo take 
into account some of them in dealing with eases coming 
be^pre them, sliould bo utiUKcd mfjn'e freely and fully; 
(yy legislati n ou the li’nea of the Pimiab Regulation lof 
Accounts Act should be passed in other provinces aa 
mentioned,, before: (3) additional legislation should be 
paf?sed on the lines of the English Money-lendera* Act 
^prohibiting nion<!iy-lenders from levying any charges for 
expanses relating to tlie gi'ant of lo^ns, and- in¬ 

creasing interesbmn ac<x)unt of a defaujt in repayment, 
and preventing the enforcement of contracts for the m-- 
pa 3 rmenfc ot money lent to them, unless there’ were notes 
or memoranda in writing of thd contracts made and signed 
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by* the borrowers before the monev WBts lent; (4) (fTslirict 
authoritiefs should *.w^tch the ojliratioiis of Kabuli or 
PathaUf money-lendersj and shCfuld prosecute theln if 
they Were found resortin;T to vi/>len(fe or threats 'of vio¬ 
lence against their borrowers, and 'Government should 
deport, under Jhc Foreigners* AcKor special legislation, 
those who were t'qimd K^ontinuing tliese* practices in 
spite of prosdcutiqns against Ihe^n;^ (5) courts should 
be ein[)owercd to clisrnisS suits brougljt bafore them by 
money-lenders* for the recovery of suids due from bor¬ 
rowers living in distant places; and (Bit rrovineial Gov¬ 
ernments shmild ctmduct propaganda and education of 
■the masses regarding their rights luader these laws and 
the protection given by^tli^; law's agains't inaljrAactices, 
and tlifi services of school (Rasters, post inastons, pleiidera, 
etc. should be used for this jmrfioHe* * * , 

Hegistnttjt>n and liceiisingr of mfvtiey-lenderH liave been 
so far (irovided iri l.he Punjab, Bengal, |fombay, 

Bihar and Orissa by inea^is of legi&JaiHui. The Bombay 
and C.P. Act* make the carrying on of business oy art 
unlicensed money-lender illegal and punishable by a fine. 
Ti 16 other Acte 'merely disalRjw suits for recoveri^js of 
money by an unlicensed ni<jney-lCTider^ so that a money¬ 
lender has to obtain a licence before his suit or application 
can bo heard by a c-nurl. A Tice nee may be cancelled 
by [ho Registrar or relevant tiourt on thR grt>unds that 
a money-liinder h guilty of fiaiid, or ^that he has con¬ 
travened the provisions of the Act, or that be is unfit to 
carry on the busineas of nioney-lending* I'hc Acts lyo- 
hibit (1) levy of compound interest^ (dj charges |or 
expenses on loans not specflficajly providf^d in the Afits, 
(8) false dainm under prtncipal, (4) molostetion and 
intimidation of debtors, (5) contracts to make payments 
outside the province, (6) coTiversion of arrears of rent 
into (feSts^ue by fendlorda, and (7j non-compliance with 
provisions regarding accounttland returift* The enforce-, 


' e«o Bombay Eepcyt, p, StS, Central Cominitteo B«porl, ‘ 

p. 9i, and B^har CoDfunitbae BepiVt, p. 101. 
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niont 5f the registratjon of a largi^* number of inoney- 
lendiins and of the prohibition of ^ho abovis practices* ia 
proving djfTicult in all the provinces concerned, aod can¬ 
not be adequate without in.spection and supcrviaion of the 
activities of raoney-Ifenders by Provincial Governments* 

10* Ojoerationa" of ^ndige'tious b^ankef&^r—As a credit 
agency that has stood the tcstmf poJitkal and economic 
vicissitudes for centuries, indigen(»uw bankers hold a 
unique position with jegiird to the juagnitude of iheir 
operations iind tlieir irn[Mjrtance to ytKJjety. *WliiIe money- 
lending Is carried on hy people lielonging k> all castes, 
indigejTOus Initiking is rnuslly confined to rt3?"tuin castes,■ 
which are kiio^yn a;* ilio bankihg castes. It is purely a' 
family busincws, anil lieredit.vv in the families belonging 
to tkrse cuAtes* The cawte engaged in hanking 

is the \0iishtii,'in wliicli Uie Jains, and Chettie 

must bo Iuchided. IHie Vuishyas and Jains are spread 
all oveiNtho coiintrv* *T!ie Marwaris ^have their homes 
ill Mar war State in Lkijpidanit pnd in (lenlrai India, but 
ftianv of tliein have i nig rioted to Jknjibuv;^ Calcutta and 
other trade ceohvs. The ^operations of tiic Chettia are 
inofttJy in l^fadriis and llur^na* The Khafris, who claim 
lo fjc Kshatriyas, operate in the Funjab. Then there 
are the Shikarpuri Multanis, who flourish in Sind and 
Bom^jsiy, imd the Ttchlis of Holiras who work in Gujarat 
and the nortli-wcstern part of the United Provinces* 
The rftimher. of . Mohaiiimedan.^ openiiing as money* 
lenders or indigenous bunkers is sniiUK as they are 
prqlhbited by their religion from receiving interest. The 
tiufnlmr ot Mohammedan money-lenders, however, ^ia 
gradualincreasing, us they either ignore this religious ^ 
prohibitio&, or evade it by lakUng interest in kind* Two 
-Provincial Committees have mentioned tliat the^Moham- 

medan attitude towards the taking of interest is ebang- 

* * 

Tife indigenoif^ l:iankers, 'usually known as kotkiw<iUt 
:iaTfafti,^ shroffs or ckettU^ may be divided mio urben" 

i r 

' Sac Bengal and Punjab Beports, pp* 195 ^nd 133. 
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and rural; tlK’w© wftose entire ori princijial buf^incfifl is 
banking propA', th/fee whose pnndpal is trtiding 

but wild employ llicir surplus fuiidj in hanking, and 
those who di\xLie tlieir fund^ arid energies ^iuni*e or lees 
equally between banjiing and trjr^iig; and those whose 
methodb am atftirpiated, and (hose who are g^^adually 
taking to modern in<*thods'. * * 

Some of these Irnnker?^ have oIHcpk and branches in 
several parts of the cmmlry and sevtsriil tmdi- ccTitre!>, 
Including Bonrtiay, CaU-iitta, Madras, Delhi <iiad lliin- 
goon. The tfrancheR are managed by their agents, who 
are known as^ inuniins or guniasbis, Tlicse are given 
large powers, and are knqwn for tholv hotiesty, industry 
and etTinieuey, although they* are not highly paid. Tliey 
submit [>eriodieaI rotunis dnd roporls of their worlf to 
Llieir head oHices, obtain inst'iUetioTiH In^in them, rmd 
tlieir honks arid ncenunfs art; caierully auditt^d at inter¬ 
vals liy the in(iigt*iioui^ bankers iTieinsolves. • 

* Altliougli the indigenous tmnkers stel indojjeiidentjy of 
each other, scftne o^ ilioin still liuve a tow guilds of 
ancient origin, usually known iis ihe ujalnninti, fiinetion- 
ing in the nor tit ifnd south of India. Though the bulk nf 
their activities are isocial and religious, tJiey settle dia- 
putes among tlioir members, fiiTu'tioii us insolvency 
courts. In modern times /hp* li:tTikeis haje established 
a few a^scKnationfl, sueh as the Shroffs' .\ssfxMatinns in 
Ikmihav, Ahmedabad and t^alculta, tlie^Mimvari (^'ham- 
her of Commerce and the A'fuUuni and *Shikarpiiri 
Bankers* AsBociation^in Bombay, thy Marwuri Assoc^- 
tior| in Rangoon and the l^apkers' Association in Dellv, 
They have proved useful in bringing the bankers to¬ 
gether, binding them to each other in their* rommfftl 
interests,-and settling their daily disputes, which other¬ 
wise would bave^ had to be referrerj to the law emirts. 
Membecfl dt one association diave deajings with llu'fee 
of another, and pjint ineetiiJ^s of the H^isfjciationa "^ire 
sometimes hold to discuss matters of common interest, 
but there is no organizationrfor the interchange of intelli- , 
gence^ coiicjerning the credir position of the cobstituent^ 
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and for the enunciation and adoption of uniform ixolicy 
and ■ rnethodsi of work.^^ There ia afso no co-ordination 
umoiif; the various classes of bankerB, altbougH ^certain 
sections of tjiem, ^such" aa the Marwari and Chettiyar 
bankers, are united atrong cojnmuiial feelings and 
are known for their readiness to help other members of 
their castes in times of difficulty, ^ 

These bankers receive no tanking education beyond 
wbcit they learn in the course of their business and from 
the pre^fious experience of their firms. Their operations 
iiri: free froni, fnrmnlitics anti dclave. Tliev are available 

■■ r * 

at all times. Their csUblishioentH are fiiiiail and econO" 
niical. Their accounts arc siiaple stnd ec^onomical, yet 
accurate and efficient, 1^6, audit is needed, and no 
balance-sheet is to bo propaied. No separate accounts, 
fund*> or''estahlisIirucnLs -rre kept for ■hanking and trad¬ 
ing. Knowing the I'aniiH history of cuatoraerB and the 
details regarding their busines!- and'financial position, 
.the hankers know eiUily to wfioin to len^, and to what 
extent* Moreover, after giving loans they can watch the 
doings of their borrowers /inch more closely than modern 
organized banka can do. The rarity of failure on their 
part t<i make payments whenever demanded, and their 
readiness to meet any ii^mergency and to maintain the 
presbige of tLeir firms under any circumstances show 
that they keep eubsttintial cash balances. Their methode 
of businea#^, unliKc those of the ordinary moneydenders, 
are marked by a high sense vl reBppi>sibitity and probity, 
aftd 80 they are held in esteem and confidence by traders 
and the public, Tliey i-egularly supply their clients wijih 
of their accounts, m the latter are educated men 
and therefore able to understand the accounts. 

These bankers receive depsits from the public either 
on current account or for fixed terms, and pay interest 
on them at ra^s varying^, between 3 and 9 per cent 
according ^to the seasoris^ the amount and duration of 
tho deiKisita, their relatioua with the depositors, Md 

- C/. Booibfty Gojnmittee Eeport, 104^. 



M0NEY*LE1(DBI18 AND INDIGENOUS 



thiir own st^ndin^.* The deposit are accepted under 
the ‘Khatapela" systeili. A rece^ipt is given or received 
' only wften money is deposited or withdrawn Jhraugh a 
bearer. Otherwise, entritjs *the banker/s ledger aj-e 
regarded sufficient ff^r deposits madp, withdrawals effect¬ 
ed, and interest received or paid. But ^hile*"inodeni 
banka depend *to a large extent upon deposits fcr flieir 
working capital, tRese bankers drf so to a*small extent 
only* Bonie of them, especially the MuUaiiia and MaK 
waris, hardly^ receive deposits from thej^ublic', and rely 
mostly on the^r own resources and loans from members 
of their own castes Hvin^^ in Shikarpur and Eajputana 
respectively. The Multi/nis also depend substantially 
upon the financial facilitieiS provided by th» Imperial 
Bank* Moreover, the volume of deposits »b^tained by 
the indigenous bahkerw has beeh dee fining in some parts 
of the country in recent years, owing to the inpreasing 
^competition of co-nperatiye and jomt-stock banl's and 
^ Government vsbi^^h, hy the publicity of their ofieritbns* 
and their buainess-lilte methods, supply greater sense 
of eecurtty to, the depositors,! Withdrawals from ^ the 
Sepoflits Hie usually in cash, iuid not by ^means of 
che^jues* Some bankers issue cheques and pass books in 
the vernaculars, but these chat]ties are not accepted, as 
a rule, by the joint-wtock barlks and the lAiperial Bank, 
and hav6 only a limited local circulation^ These bankers 
alR<^ replenish their resources in tlie busy season by bor* 
rowing from one another, or from those inercfiants wj^io 
have surplus funds. In the cities they obtain accoip- 
flooSation to some extent from tlie Imperial Baijk ajQd 
the joint-stock banks on deiband promissory notes drawn 
by two approved tninkers, or by discounting luindis en¬ 
dorsed by them. 

» The jridigqnouf! bunkers gei^erally'find it impraciicaUIe 
to establish direct relations frith agriculturists, and* so , 
fin;^nce them through local moneyJendera and traders. 
They have stopped ^ving loans against agricultural land * 
in those provinces in whidi Land Alienation Acts ar^ 
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in opera lion/ They have kept thcOiaelves in close to^ofa 
witfv traders > and atnay industrialistfij and have enabled 
the agricultural airJ industrial products of the country 
tp he brou^dit to the niark^ts. In financing them they 
do a cGtisulenible aip^junt of genci^il banking business^ 
such buxing htuI soIJing remittance, discounting hun^ 
disi rec^nviiig deposits, and giving loans against stock- 
in-tnide-“ tp a few inilustrkil erritn^s some bankers 
keep ;i fvorlion fif their funds on deposit,for fixed terms 
wi!h k'':c(lic miJis. Al the aud of (he fixed [leriods, they 
may rmtew Uie deposits al a higher or the same rate 
of jfiteies(, av may witlidraw^thein and keep them with 
othcf mills wjjH'h nllVr highcr-ralet^ or provide a be tier 
sense of si-^curity, or rTUjy, li.Mc them in other and nmre 
profituble rtijcctions. Beyond this, the bankers do not 
finance large-scale industries, Bvou tl/is hjiance is defec¬ 
tive fR^cause, altliougb the defxisitors obtain a good rata 
of jufevest, viz. 7 or 8 per een"., find their funds fairly 
safe; and periodically am free to tninsFer ilieiri to better 
irrvesthients, this pracliee means * that- the long-term 
needs r>f the j nil Is liiive *^tn be niet ip ^me extent by 
the sliort-tcnn dcfiosits of the hankers, 

t)nc their usual metliods is tt* lend money on 
written demand pi'omis*K)^y notes. In tlie case of the 
largt^r loans, notes nan^ to he attested hy sureties, 
otherwise a iniicli liigher rate of intorest is cliarged. A 
flecond method is to cihtaiii ivcjcipts signed by the bor¬ 
rowers acknowledging I lie loans apd staling tlie agreed 
rAUi tif nderest, in place of tho promissory notes** A 
tfiird method is io give adVsincoi? against bonds wriiten 
out orf stamped legal fornisf which state all the cimdi- 
tions of the loans in detail, including higher rates of 
interest if the ‘'loans are not repaid on the due dates, 
and which are duly* executed. A feufth m'lthofl iB to. 
jua^j:c the borre^ers put <?.own their tsignaturea in the 
banked* booka to which stamps have to be affixed» 

t ■ 

^ Iho Punjab CDiiiniJttL>e Bepd t, p. 

, * S«« Bombay "and Bengal Comnuttees Beporta, p|). 
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UDdertakiD;^ ti>. repaj' tlit; 4jut the comlitions of 

the loans aud the fates of interest are ncrfj stated,* and 
arc left'to verbal iigrecinenl. This lyethod is aniJoyous 
to the modem Hysh-'iu of bo^k Arcdit.s, . * 

A fifth method is^ to lend on^ lihe niorl;?a^e of lamS, 
houses or otlief'piopwly. Tliis nu'lhod is used^ in the 
case nf large louns, and a lower rate of interest is eharjjed. 
The roortgage deedft ]Aave,t(> Ijo registered f>y the Kegis- 
trara nr Sub-Kegislrarrt uf the distrietti in wliicli llw? 
pj^nperiies are Iijea.ted, TJie mortgages may cither 
ordinary, in^wliirh llie possessiori fif" the Hjot'tgaged 
profwrtres is r^tairied hy tfie int^rtga^uis, or usufnietnary, 
In which the |K>ssossioii isthanded ovt't' to tfie inortgagees 
who receive Hie ineoine ther^froni as interest. Ordinarv 

^ I k T 

mortgages are more common tlniu nsufniejuarv 
The iisirfnieluary Jirrort^ages aroeillier ordinary*in which 
^ali the income fj'otji the mora^^iyed projierl ies is en|oyed 
by the niorigagee.^, or those kiiowji ns Zar[a'sV>gi. hi 
^*whirh any surphis in tliV- iiwonnySiver tlic slijnilated^ 
interest has to do paid to tlie irJortgaiJors. IJHiilVnetQarv 
mortgages may he !iecojnpiinie|i by tlie condition that., 
if tho loans are.*nr?t repaid hv a certain date, the Iran^^fcr 
of the properties will become afjsolute and imredefaiialjlc, 
Tn the al^senec of sueh a eonditicni fhe horrov^ers can 
rccovci' their prof>i'Hh's uf av> '^hne ul'te(\ repaying * the 


loaiiu. 

PinaJIv, the indigenous hankers draw 3 ml discount 
hundis, r.r. indigentnis hills r^f exchange, 'riiev are 
daT.^hani or mudihili* t.e. deinami or nsaiice hills, tj\e 
lattw being payable after h t^ertain r^cririd mentioned m 
thfe hundis and caknilated from the dates on wdiioli rim' 
are dmwtu The muddati hundis arc usually dihwn pay¬ 
able on the lUh, 2Jst, liJ.st, 4Jst and stj on, up to the 
361 at (^y. No days of grace are a]lowed if the hundis 
*aro of tefis fhan 11 ^days’ mathrity. For tlKjse of 11 \o 
21 days’ uaCi 3 dSlfvft of grace Vre allowetf, and for thhse 
of longer usanc^^o 5 diiys. The hundis are iilsuf dhatmorf , 
or itahjo^. In cashing the 4afcter a banker has to make ’ 
sure Ipie presenter is me proper person entitled U\ 
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payment, but he m ftee from this responsibility in cash¬ 
ing'the faruii&r* Furt)iei% the hundis are dekkanhctf or 
fiTmav}o\^, i.e. payable to bearer or order. Filially, tha 
hundis may^ bo pj^rely 'fnyuico bills, i.e. they may be 
<irawn by merchants^\vho need mrjney, on their agents, 
firms 01 others with whom arrangements'litive been made 
beforehandf or they may be drawn as a convenient form 
of remittance of money from jone pkee to another. Or 
they may be tr^de bills drawn against prcxlace or goods. 
But there is nothing in them to show wnether they are 
finance or trade bills. Hnndia can he discounted and 


rediscounted anv nnmi)er of times, and seht to a number 
of diflerent p*aoci^, by nieana of endorsements on the 
back behjrc thev are cashed on riiaturitv. I?vefy endor* 
sei^of a hufjdi is resfjonsrble to the holder for ita payment, 
The dislivjnouring of a hundi is very*,rare, because it is 
regarded as e^juivnlent t(i the bankruptcy of the drawer/ 
Thc,.yate at which ihe hunili^i of sraall traders are dis¬ 
counted hv the indigenoufi l)?*iikerH ii^ culled the ba;?aat 
rate. Tt varies in every hx^ality belwceh 4 and 12 per 
cent, according to local qmditions and the nature of the 
season, A difl'erence of as much as 3 per cent may exist 
between flic Bombay and Calcutta bazaar rates at the 
same time, ahowieg th?jt there is no free flow of capital 
ever among {he indigen.ou^ money markets of these two 
Presidency hnvns. The rates of interest charged by the 
bankers on secured loans vary between 6 and* 18 per cent 
according to the nature of the security and the amount 
Mid period of the loans, and on ^'unsecured loans they 
vtry between 18-and 374 c^nt according to the stknd- 
ing of the borrowers. Th^se rates are not subject 'to 
^asonal '^fluctuations, or to serious fluctuations in the 
oases of individual borrowers. 

i II. Decline of Indigenouft banker8.^Th6 majority of 
inSjgenous har|^.:jrfl combine banking with*'trade, and' 


For* furtl^or details I’e^Urtdin^ t?ie itidlgenoua bAnkere' methods of 
ItUttinega see Jario, Banking in India, Chtptei TIT> and Botn^ 

bfly, Bmgft], Madras aod U.P. Coi^mittoea Beimrts, pp. 19?'8, 18B^9» 
^87'^ and 907-70 respectively. ; 
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their capital engaged in banking aiiinot be distin^ished 
from that eifgaged ii> trade. The principal exceptions 
*to this are the Nattokkottai Chettis^of Madrae ajid the 
Multahis of lioinbay. Tlic jnajority fjf the others tmde 
or speculate in graip, cotton, jijtp or other agricultural 
produce, clothv* or i^recious metals, or act asi* general 
merchants, cojniniK^ion rfgents, brokers, goldamithB^', or 
jewellers, or lire nauiagei^ oj' prop*‘ietors of sugiir, flour, 
or oil mills, or cotton, jute, - silk, or, glasK factories- 
Moreover, soiue Pjovincial Banking Cotnniitie^.s have 
pointed out that tlieir bunking business has tended to 
decline in recent years, and that tliey are trying to make 
■up for this loss by developing other activities/ The Eoh 
lowing are the reasons for this decline : 

tl) While the eompetititin of co-operalfve and joint- 
stock Ijanks, i lie hiding t)ie l\i) penal Bank, Wius been 
Jncrettsing, the majority of tho bankers still cling to their 
antiquated methtHlri. rjenerully sfleaking, they^l^nd it 
•(fifficuli to compete with^the finjicria! Bank in r«mit-^ 
tance, with tho exj-oflerative banks in deposits, and with 
the joird-Rlock banks m advances, as the Imperial Bank 
has special faeilJties for remittance, the ca-operirtive 
banks, being under the aegis of GovoMnuenl, inspire 
greater confidence iimoiig depositors, ^nd the joint-stock 
banks have the advantages of Inrge-scale operationg*and 
quick hi|smoss-like clespateh, ^ 

(2) The heavy stamp duty on Imndfls luas restricted 
their hundi huginess. 

(3) The legal fucilfties permitted under the Banker!s' 

Evhlence Act are not availa'^le to them, ^ 

• "(4) The establishment of J>runchcs by oxfxirting firms 
Jb depriving them of agency busineas in th? niandiw 
(markets)'of the interior, , 

(5> Thjs exi>anivion of trade in ImUa is increaaing their 
opportiffiitick to engage in it. ^ n ^ 

(6) They are tfenipted by ^ the greater facilities for 

apeeulation in trade than in banking. 

* %. 

p 

' Bc« the Funjiib and U,P* Coainitt^es Beporta, pp. IM, 275, , 
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On]y few of them are abandoning their antiquated 
banking uietfeods, and^ arc taking tv> modern banking 
iuethods,* 80 clj as issuing pass-books and cheque books,* 
ciisliLug Cheques and reoeijring savings bank depoeifcs- 
TW most tjutable insta^icc of this^ development is the 
Bank of Chet timid Tjimited in tl^ Madras Ih'esideiicy, 
which was formed in 1929 bv a number of Niittiikkottai 
Chetti bankers and ^cgiatered*. under the Indian Com¬ 
panies Act, ainUwhich fens now' about 40 bninchea in 
Miulriis. Burma and Ceylon* ' 

12* Relatians 'of indigenous bankers with Dommeretal 
banks.—tndigcnmis hunkers, whtjse luimob are on the 
apprnvevi lists, of joint-stock -banks and the Imperial 
Bank, obtain cash credits from Ibom, against demand 

* d 

proibrssurv .notes ^igne(l by tw'o of the bankei's, or bv 
ortc l^unk^h' and orie imn^bnnfc, or dipcfmni with them 
liunrhs dnnvn by traders and endorsed by the bankers,* 
up to / eerlain limit assigned by tiit^ni to each banker 
:im>r ling 1f^ his hns^tu'ial stunning. In Ibe majority of 
casest however, the amnniiJodatioTs which the bankers 
obtain from the banks is- neither free nor regular, and 
is sought by them oecUHinnally and only during' the busy 
season, when Ihnir resonreea fail short of the accom- 


riiodation deinandctJ by email traders and cannot be re¬ 
plenished rnnr otlicr bayIk(n^s, Otherwise, they borrow 
from each <jther, ns tliev can iisunJIv do so at -a lower 
rate than Uint diarged by the Imperial Bank and the 
other bunks, and witliout submitting tliemselves to vari- 
inqiiiT'Ics and formalities. Thus, the general impres- 
fiitfn is that the irsdigenons b inkers do not receive air the 
siy^port that they sliould from the Imperial Bank arid 
the joint-slock banks/ Those banks also refuse to accept 
cheques drawn en the bankers or crossed in their names* 
Tips is due partly to their difficulty of supplying suffi¬ 
cient security, gnd disinclination to publish a balance* 
sheet Qr to divulge their accounts, making it difficult 
for the banka to determine their financial position, 

r 

^ ‘ Sm B<njib*y mnd U*P. ConimittLiw Reports, pp, SOI And 274. 
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partJy to their not^ being recognized as possessing the 
status of bankers, Atr the sanje^time, it true thiit the 
• banks bccasionally treat applications for credit from indi¬ 
genous banking firms having^^an honourable history behind 
them with too little sympathy,-and insist too rigidly on 
the observatioil of msre formalities, * 

In discounting hundis^* the banks prefer ti'ade bills to 
finance bills becatisej although the direct security even 
in the ease of trade bills is only pers^^Jial owing to the 
absence of documents, such as warehouse receipts, they 
inspire mor^ confidence, being backed 'by actual goods. 
Moreover, the banks do not take the hundis direct from 
'the small traders, as rel'ance upon the latter*s personal 
security would involve undue risks, and insist upon the 
endorsement of the indigenous bankers on the hujidis 
that they discout-t, m as to inxake this busifiess ssifo. ^ 
Such endorsement is necessary before the huiuiis can 
be rediscoimted by the Irrii>erial ]3ank, hecail :e it is 
'prevented by the Act gitvcniing iu firini discounting a 
bill unless it is endorsed by 'Ivv-^o independent persons. 
The indigenous bankers also obtain reraiilance facilities 
-from the Tmjx^rial Bank on the same tmna as the piihlic. 
They do not get tlie special terms given by the bank to 
the join!-stock banks, as they de- much less business with 
it than the joint-stock banks- *' * ■ 

It is iL grievance of tljc indigenous bankers tJjpt the 
officers of ‘che Imperial T3ank, especially the agents of 
its mofussil branches, take little interest in the bankers’ 
business and needs* and have not cared to cultivate 
friendly relations with them, partly because they Jij'e 
Ittrgely non-Indians and often ignorant of the veinocxihus 
of the districts and the local needs of the p&ple, and 
partly because, being moved from branch to branch, 
they cannot obtain that local knowledge and personal 
touch that'are necessary for tn adequMe understanding 
of the needs and'financial standing of tieir customers,* 
Moreover, the Bengal Committee has stated that some 

^ 3«o plain. Indi^enouJt Banking-iipt India^ }>- 17G, 

* Bee: Bombay Committee Bepoict, pp, i202^. 
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branches of the Impennl Bank show‘a lack of considera¬ 
tion '’even to* old, reliable and fiubtstantisfl. firms, and 
ftometiiTies refuse rediscount hundis bearing' their 
eTjdorscmeTit., Jt is a sefiot^ defect of the Indian bank¬ 
ing system that tlie tvyo most iinpoi^tant credit agencies, 
whose c<>-operation would be most ^dvant^^geous for trade 
and*industr>S thus remain (-iloof* There is no correlation 
of the operations of the bank aud of the baxaar consisting 
of iho indigenous bankers; and so the bazaar liundi rate 
is often* diifereut from the bank's rate for discountings 
hutidis. Further, no connection has yet bcthi established 
between the Iteserve Bank and the itulig'ehmis bankers. 
In the abscTice of 'co-operation> between the indigenous 
bankers iiivl the ccuLral bank and other banks, the deve¬ 
lopment of,an open market for discounts and of a co¬ 
ordinated > rod ft policy 1-4 imjiossible* is 

1^, Defects in the organization of indigenous bankers., 

—Tho /present organization of .the mdigenous bankers 
^hu4'4^uffer^; from ttift following^ four principal defects 
(1) The majority of tlidin are ccni^civatfvo, and jealous 
of each other; lack adaptability and initiative, and con¬ 
tinue anti^iiiated methods’ of business, 'often in isolation 
and secrecy, making impossible the creatioji of public 
opinion which alone cii/a enable tlicm to sustain their 
rolei- Th b is clue partly*to-the fact that, being confined 
to certain families, the class lias not been strengthened 
by the infusbn of fresh blood into it, and pdftly to poor 
contact with organized banking iu the country. 

majority of them have a comparatively small 
deposit businessor dealing in other people's mo' 4 'ey, 
which ns a fundamental fei^Jure of organized banking: 
(jonsequehtly, tlie savings of the country, instead of being 
mobilised, as deposits, and made available for ^exploiting 
the resources of the, country, have renfiaincd iue^t, and 
trie evils of money-lending Lave increased* 

(;3) JIundifi pfay a smampart in their finance of trade, ' 
the bulk of which is financed with cash*^ * v 

(4) There is no regular .v.ontact between them and 

joint-stock banking in Indiaj^'eo that two monfey markett^ 

* . * 
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exist side bj side \^ifch two sets 6i rates. Moreover, tlie 
indigenous bankers cbuduct tli^r operations as inflepen-. 
dent units, and the central ant^^ority dc^s tiot yet. 
co-ordinate their aetivitiep and *aecura team work 
from thera,^ The banking res^wes are widely scattered 
over the country, arc lacking in ^mobility as, 

owing to the want of effeettvo correlation, it is'difti- 
cult to move them fretn the centres wjiere they are 
redundant tt^ (^hei’ centres flvhere thi?y liap|>eii to "be 
inadequate. * * 

14 , Sngg^tlons for reforming indl^enpus bankers.— 
It IS necessary to lako stpps to reEnove tlm above delects 
in the tirganizalion of the indigenous 'bankers, to link 
them with the general b^ihlfing system of the country, 
to raise their r^tatus, to im]jrovo their positi;in and bank¬ 
ing methods, and Lo make tlMni useful meni1>errt of ffio 
banking syateru, for the following three reasons 

(1) Old c)f '2,ofV) towns, with a iwynilatimi Vjf 3.f)00 
and above, only 1,'270 !i!ive each A bank or a- brufich of 
a bank, and for backing facilTtios in all other towns and 
all rural areas^ agriculturistyi, traders, 'merchants and 
small industnalisis are dependent entirely ftn the’indi¬ 
genous bankers and e non ey-ten tiers. Kven in thoisc towms, 
which have a bank or d branch of a*bank, these hankeTf=i 
supply valuable banking faailiMes to me^lurrils, thiders 
and small middle class industrialists. It will be, \i long 
time before the pint-stock banks, the Irgpcrial Bank 
and co-oy>eralivc. institutions can supply hanking facili¬ 
ties to all parts of trfe country and replace the incligeirios 
bpukers, * * * 

* (2) The rates nf these ,bankers do not comylare yn^ 
favourably with those of the banks, hut thevTiave fallen 
on bad times and have begun to decline. Although they 
urgently requir^i ipore funds^to increase the turnover of 
their business, so as to counter the effects of the narrow¬ 
ing margins bet’^een borro'^ing and lending rates, they'* 
dd not get IJiem, partly owing to their owm defective* 

' Of. JAia, Indigtnou^ Banking in /mlia. 186 and the U.P. Cqp- 
tnittee BepoH, p. 275. 
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, organization, t)ut partly owing to cbnditiofls that they 
cannot controh ^ 

^ (3) Tliey have been traditionally dealing in hnndis,' 

and their experience and otganization regarding them 
will prove very useful ^ m the devetopment of the bill 
market necessary to intake* the Indian banking 

^ system sound*^ The fullest use shbpld, 'therefore, be 
rnade of their, invaluaCle knowfedge of local conditions, 
personal contact ilnd relalibnships extending over several 
centurieh^ and bankitig methods, and by ref^jrining these 
methods in the light of modern devek^^mcnts, *the 
bankers <^aTi he niarle to playsi much more important < 
part in the Iifdian hanking system, lo accelerate its 
progress, and to become a *Ho;iree of great strength and 
solidarity to "it,. 

The measures of reform, however, must not be com- 
pulsory* Cornpulsion Wiill merely accelerate their transfer 
from baYiUing to other husince^‘activities. The object*j 
must ho to extend ?md modomise their hanking activities, 
and to restore them to tho positioiT that they held in 
the <;ountry till the middle of the Iflfch century. There- ^ 
fore, (1) as recommended by the Central Banking Com¬ 
mittee, those indigenous bankers, who already confine 
their activities to Sankirig. projxir, and those who are 
ready to give‘up their btlfer business and to restrict 
themaeJves to banking, should be eligible to* be* placed 
on the approved list of tho Ecservo Bank, and to obtain 
re-discount facilities from it in thefsame way as joint- 
stdek banks* The Reserve Bank must further lay doom 
tha*t they must own a mifeimum amount of capitals ■ 
They will ;\lso have to kbep proper biioks of accounts, to 
have them audited annually by auditors recogriized by 
* Government, anfl to allow thein to be inspected by the 
Reserve Bank, w'henever it.desi^e ^3 to "do’ fuK ^ ' .* 

Although ihe dieaeiwe BLnk of India has come into 
^ exi&ten<fe, the adoption of the above scheme of bringiflg' 
‘'indigenous bankers into direct^ relation with it has been 

i ’ f * 

, * Cf. Foreign E:fpGrta* Beport, Central Beporti p, 656* 
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postponed OQ the ^ground of ^practical difficulties as ex¬ 
plained later in the cliapter on ^hc JteserVe Bank* 

(2) The Keaerve Bank, the /miKrial Bank,anti other 
banks should use those iifdigenous' bankers, who are 
members of t|ie Bcf^rve Bank,*as ageiLts for the collec¬ 
tion of bills and chetjues,, tlie Reserve ind Im^rial 
Banks should* givg 'them the same remittance facilities 
that are given h) joint-sA>ok banks*^ 

Tiic benefits of tho Baifkers’ Bohks Evidence Act 


sliould be eijtended to them, ^ * 

(4) A substantial profKjrtion of the indigenous hankers 
^will not be able to give i:p their business activities other 

than banking, and w'ill hot^ therefore* bfe able to obtain 
banking facilities from tb^ Reserve Bank. ^ They,will 
have to continue to depend TJj}on the Tiripenal^Bank and 
joint-stock tianks'^for these facilities. Some of the Pro¬ 
vincial Committees and the Central Ooromittee have, 
tliereforc, recoinnfended Uiat these^ banks shouM grant 
such facilities, to the bankers more liberally in ffiture^ 
and should eapecially discounT; their bills more freely* 
because the Ogt^niitfees have;hmnd that the compjaint 
"made on behalf of these bankers, that they <fo not often 
get all tile banking facilities which they deserve to get 
according to the security o^ffred Lfy them, has some 
justification. Further, to l;^jdge the guif between the 
bankers aqd banks, to remove from the minds *of the 
former suapiemn of unfair or unsympfithctij: treatment 
from the latter, to jissure them that their applications 
for financial* assistance w^cmld receive due consideratidn 
frr^m the latter, and to help the bafiks to assess &ie 
financial position of the bankets, iocyl adv^ijoiy coai- 
mittees consisting of the Icadiog bankers slumld be ap* 
pointed by the boards of directors of the banks at centres 
where A they have b^'anches, , ' * 

(5) The Central Committee has sii'ggested fchat-^.the ^ 
indigenous bankers, who will be placed on th^ approved 
Hsl of the Rf^erve Bank,^ should be eligible to become * 


‘ C/* The 'utatement of the IritlMn M^^rchants" Ghanibcr, Bomba*/* 
Central Comir^ttee Evidenco, Vol* II, p* ^ • 
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full 11 ^embers of the AlMndift Bankpr3\ Asswiation, when 
it iH establishei as suggested by the CoTnmittoe, and that 
the other'bankers should* be eligible to become its asso¬ 
ciate members* so as lo receive a etimuhis for tlie adoption 
of modern methods. In addition,, {(x-al-associations of 
the hankers*"should be established in ditferent centres 
for propioting f*o-opci’?.tion am<jiTig the bankers of each 
centre- ’ , 

(6) The indigenous bankers should tlierfiselves reform 
their methodB so'as to make them conform more to those 
of joiid-stot'k banks in i^especi of accounis and audit, 
use of bills and cheques, proiiif^t receipt and pa 3 "ment of 
njoney, and conduct of operatiojis strictly according to 
legal requirements, as this"" ^\^ll enable them to occupy 
the jiositioft) in 'the Indian* banking sysh^iii lo which they 
are e?ititled by their importanceJ 

(7t Tthey and joint-stock hanifs should carefully con¬ 
sider dhe feasibility bf heenming partners, so as to ex¬ 
tend the activities of both and to apply ^'improved and 
larger banking facilities, to the ^ trading community. 
Those bankers who do not find this suggestion practicable- 
should be entrusted wutU the agency functions of joint- 
stock banks.^ They/ slicvild alsrr examine the feasibility 
of afoalgaroiiting their business into joint-stock banks. 
Such Ijanks can jnove very useful in developing the bant¬ 
ing habit apH)tig‘ the people, in mobilising the dormant 
capital resources of the country and making them avail- 
aVle for Mie economic developmeiffc of rural areas, in 
giving accommodifeion tt) agriculturists and tradere^on 
rejisourtble terms, and in deYelopiug the use of bills iV 
place of cash in the finance of agricultural and trade 
operations. 

^8) The indigenous bankers should consider the.practi- 
cab]iity of unde^^taking an(| developing bill-brokin'g busi¬ 
ness, and ^performing the same functions in the Indian 

i 

Mr. MacDonald's Central Comitiittee Evidence, 

YoL m. p. 875. / 

\See Bibar Ckiuvnittee Report, pp. 310^11. 
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money market as Wiose which are performed'^y the bill- 
brokers in the Lbncfon money-market. . ^ 

The* reports of the Provincial Cpmniitteea'show that 
the indigenous bankers in ^jpith of tfieir cpnaeVvatism^aTe 
not averse to inodifications of tbfjir methods and practices 


if they are <a>hvineod that the modifications tire practi¬ 
cable and orofitable* It is for the banfimg experts, 
coinriiercial leadtfrs, Jirvl captains of iiiclustr^ of the' 
(country to induce them to reorganize •themselves and* to 
reform their iiietliods on the lines indicated above. 


15 . Finahce of marketing of cropa.— We may now 

tufn to the'* finance of inarketing of crcjps with wliich 
money-lenders and indigenous iiankers .are closidy con-, 
ccrned. It is a (*omiiion •practice of tfie cyiltivatore to 
obtain advances of money dgainst their growing drops. 
The money-lenders, who are also trndej'kj do^not charge 
interest if the borrowers undertake to seli tlicir crops to 
tiie lenders on affixed, date, at a {^articular p^ioe fixed 
much below the anticipated m^irk^'t f)ru'e. But r* inoft 
cas^s the OKlH^unces, bear high rates of iiiterest ranging 
from 12 to 75 per cent, and ibe borrowers bind them¬ 
selves to sell* the crops to hr through fhe» lenders, at 
prices lower by 5 to 25 per cent than tlie anticipated 
market prices. Tlie louver Ihe^ contract price, the lower 
is the rate of interest t:hargp3..t If the c^intract is to sell 
the produce at the market price, a high rate is charged. 

Secondly, even if the cultivators do fuit'borrow money 
to I'aise their cro]>s, owdiig to tlieir previous indobtednesw 
they are pressed heavily by the fiioney-lcnders as f^^ou 
afy'they have harvested tbf.ir crops, jind are compdled 
to sell them immediately," with Jbe result that t^e prices 
get depressed by the glut in the market. As’regards the 
crops that are to be exported, there n{^ I’cmedy for 
these evils until orderly marketing is organized. But as 
regards tSe crops "that are |Vodnt:ed fpr home eonsuliip- 
tion, the evils cAn be effectively eheckSl by the ^orektioTiJ 
^ oS co-operative sale societies, which will give advaneei^^ 
to the cultivators and enible them to w^ait for the sale 
of their jJroduce until favohrable prices become available^ 
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whicirwill tlien act as their agents for the sale of 

* their *jprodiioe at favonru^hle prices.' ' 

. To pcoc'feed to the methods of inarketinf^ finance, and 
the rates cliargcd iof providing it. The viliage money¬ 
lenders and traders buy agricultural produce from the 
cultivatof^s ^nd usually pay cash.* TheV' work partly 
^ with^'tlieir own capital, and partly with fiends borrowed 
from torm merchants, cornmissim ageifts, and indigenous 
bitnkers at rates'varying-from 12 to 24 ^per cent. In 
some parts of India the commission agents jn tuim borrow^ 
funds from the indigenous bankers at rates A'arying from 
6 to 12 [Kir cent. These high ^ates com]>el them to oITer 
low prices io the cuflivatois, Wost of these transactions' 

* are not financed Ijv meiins rtf hurjdis. and so thev lose 
the benefit *of direct ciontnet with the money market. 
If the use rtf bund is is encoaniged to finsuace these transac¬ 
tions, the hundis can be discounted in the money market, 
and tliertfinancc can he secured iiiu^h lower rates. 

V When produce is sdht from ofic substantial middleman 
to another, it i.s frequently fijiancedvby drawing hundis, 
darshani or inntldati, wdiich are either clean or supported 
by railway'receipts, und which are discounted with the- 
indigenous bunkers, or the joint-stock banks, or the 
Imperial Bank of Iiklia. *Thc usfe of muddati hundis has 
diminfished 'in years. i*Banks prefer hundis backed 

by railiyay receipts, as they reduce the hanks’ risks, but 
many of th^ receiptfi have to be sent direct tJb the con¬ 
signees, who iri.sist upon getting them direct, to maintain 
tli^ir prestige, or to obtain advances ^against them to pay 
theP hnndis, or to 54i.ve dcmurrfcge. The indigenous bankVrs 
.supply 'tireditr to tlm middlemen also on pro-notes ot' 
personal se^curity. 

In some p^irtsiof India, some of tlie joint-stodr banks, 
an^ especially the Imperial Bank, advance large;, sums 
agair\pt the seciyitv of produce, which is kdpt In the * 
jgodowna of the bankS’ BuJ in other pArta, such advan¬ 
ces are smaller owing to the diainclination^of mercharfts 
to pledge stocks with the bankfe because of the rigidity of 
tihe banks’ regulations regarding these advances and 
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the publicity givers to these advances-' liu/ Uie Pjo- 
vincial Comanitteee Ivive reported that eyerywhejas the 
^Jiainclination of merohanta and* traders to pkdgie their 
stocks* with the banks h gradually diininishing. For 
tlieir own benefit, ine'rchants and traders shcnild endea¬ 
vour to use tbe goa^s in tlieir possession us 4nucli as 
possible to get cheaper uecommodation from ’banka- »Tlie 
Imperial Bank and the joint-stock banks shoyld also 
give advances more frcc’ly agp-inst agj;icuUuial pnjduea 
kept in their 'gddowns. 

Further, Id enable merchants and LTaders to obtain 
cheaper accouimodation by way of advuiucs from lianka 
•on the security of produefe, or by the uf^e of liitndis* it 
is necessary to establish ki all j)iirts of tfjc country 
godowiis ^nd waieliousch; ‘tk} re<-eit>lH by them 

can bo used as erj^^dit instiumcpts to obhiiii ; ilk on j mod a- 
tion cheaply from the money juarket, Tiicy will also give 
*the sellers of produce greater freeti^an to keojj it %un the 
market until a fair pricci eati be ^>bt;tin(“d. It is, true 
that tlm ciiltiv:!lors objeot (o thje pooling of tlicu’ produce^ 
but the objection cun be gradually ovci-cfunc, and Ihey 
,can be made to ^appreciate life gains frrjin s.hindurdisa- 
tion, grading and pooling by means of oducafion. pro- 
paganda, and the openvtion of w'urelioiiscs in selected 
centres, ' 

The Centml and Provincial'Banking Committees have, 
therefore, ?eeonimended tliat the Provincial Obvern- 
rnenfs should take up tbe <] nest ion of giving long-term 
loans at low rates cf interest to co-operative societies 
to jjon struct god owns in centres wliji^-h pjovide gooiV 
jaunketfl, as the (iovenimeht of ifadraH has ^^taiied* 
doing, and also of providing warehouses ihrougli private 
agencies^/ind licensing them, and giving loans for their 
construction; and that tlie Imperial Council of Agricul- 
.tural Reseireh should co-ordinate this activity of the 
Provincial G-EJvcrnmentB. Oni or more licensing BotWds^ 
oonpiftting of the representatives of Government,' local 

* &IM1 the statement of the Agi*nt* IvnpeTial Bank of India^ Peroz- 
pore, the Punfah Committee Evide&te, VoL H, p. 703. 
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hmin&m irtierests and agriculture, should be established 
in ca^h province for granting ILcsno^s to* warehouses. 
Those jvho are licensed as warefiousemen should be per¬ 
sons of recognized' inte^Tit^, substantial capital, and 
business ability, and should be made to employ trained 
graders certified by Government tp grade the produce. 
J'urther, tilt Central and Bombav Committees have 
recomn^nded that the railways^ also should examine the 
feasibility of' establishing* and working warehouses in 
fleleeted centres, or of allowing private a*ge1:icies to do 
in the immediate neighboui’luKxl of railway titations, and 
giving them all reastviuiblo facilities/ * 

Finally, the j*ai!vay receipt?^ that are either attached 
to fin mils or sent direct to fJie consignees are not nego¬ 
tiable* do not give a full ctirrect description of the 
goods* an^J do not supply ^safe security io banks by being 
ondorsfid in tJielr hivour, as bills of lading do. The 
Centrul/.'Banking Committee, therefore, has suggested 
the i;^moval of these*defects by fcgislatioii Sf) as to make 
the receijils more useful financing tht marketing of 
goods. 


CHAPTER Iir 

'' 4 

I 

Rural*'FinanceCd-operatlve and Land 

Mort^a^e Banlts * 

J . Co-operative credit useful only for short-term needs 
{ft a^ficullurtets*—All authorities, including the Provin¬ 
cial and Central‘Banking (^oiiirriJttees* and the Foreign 
Bxperts ■'ssociated T-villi th^ (Antral (kunmittee, aro 
agreed that co-operative credit iustitutions can supply 
onlv the short-term and intermediate credit needs of 
agcicirfturists wdth stffety and success* and not^ their long-^ 
torfli needs." The reasonj me as fol|QWS :— 

(11 The., resources of these inatitutions consist mainly 

^ T- ^ 

See Bombay Committee Report;* V. lU. 

I * Foreign Experts' Report, Cfntral Conimlttoc Rep€.rti p. 607. 
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of deposits and* loans obtained fo^ jshort p^'kf 

j file 


■kfdsi,*anrl 

not of share capital and reserves, owing to file limited 
means of tli^ir uiehibers, and it^s dangerous to um sueb, 
• resources for long-term loans* ^ , 

(3) Long-term loans catif bi5 given on|_v a^innst Jhe' 
mortgt^e of land, but ihe sub^^^itulion oi mojtgage ior 
personal secuilUy may lead to the neglcrf of ro^)per^ttive 
priiiciples, ^ ^ '* * 

(3) The enquiry timl vhiation,*tliafc must precede the 
grant of long-term loiins* can be conducted unly 
trained ex|>ciTS, wdio nmsfc be eoutrolW by -i oeiitral 
organization', and they are not avallabJe to the ordinary 
credit institiAions* 

(4) Many of these inrjtitutioTis cannot* lie rolied upon , 

for the safe custody of valuifble documents anti title deeds . 
relating to mortgages. * ‘ ^ 

(5) Their assets? will get frokcer^ if thehnuis 
are not rejiaid wljeTi tliey hecoitie dut\ as the acfjuiMtiori 
and execution of tnnrtgage docrees ai'c very dif'icnlL 

Tfic refHirtH oS the Pitwincial <.^Jmmi^tees shov; tlijy. 
there has beeVi no adduction of the total rural iudehted- 
ness througli the agency of co-operative' credit inst.itu- 
tifins, rjong^4bifn credit can lie supplied to agriculturists, 
with any degree of safofy and euccess, only by land 
mortgage banks, which can t^btain, the bulk of rhcjr 
lescmrcoK by issuing delveiityrei.^ ^ i * 

2* Progress of the ccnoperatlffe movement.—^\Vc r^hal! 

deal first ‘Hitli the growth of co-operative? crcdil; insti' 
tutions and tbcTi with land mortgage banks, tjo-ojieration 
may be defined as It volunfurv organization of pcrndi^s, 
associate on equal lejins In fuUil their economic 
‘fleeds and to promote thrift and self-help among them¬ 
selves* * 

Co-operative credit is the simplest^ and the most 
urgently ncedet\ form of co-operatjon, and the develop¬ 
ment of tWis movcAient in Inliia has be^n mainly conftbed 
to this form, its growth 'limy be dMded in^o ‘three * 

' ’ Of. Foreign ^'xperts' Report, altiicbed lo Ccolnd CommUle*? Report,*' 

p. ctu. * 
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periuds* phe first bi^gan with the passing of the Act of 

1904, whicii officially launched the itiovemeiit in India. 

The Act freed *co-operatjVe credit BDcifities from the ela^ 

borate ^provisions of the Indian Companies* Act. laid 

down a simple business"procedure for them, and pro* 

vided for the establislmient of a Co-operative Department 

in each province under a Itegiatrae for 'tile guidance of 

the hioveniebt. It, however, did not provide for the 

registrat-iou of more cojnplex ^nd central institutams, 

like centiut and provincial co-o|>erative ^bipiks, that are 

needed for financing^ and f^ontrolling the primary credit 

societies, and also of non-credit societies dealing with 

co-opemUve pruduetioii, sale, jnirchase, insurance, etc. 

During this peviod,'" therefore, ‘the movement was con-' 

fined entirely to credit and rimaiiied in its infancy. 

The above-men tfoned driiwhacks of the Act of 1904 
w^ere reinoVcd by the A<.t -^’^f 1912, whi^li ushered in tho 
second period. Progress was better during this j)eriod, 
eepeciuHy as tho Maoiagan Oonimittefe ou co-operation 
ramified the tnovontbnt and itiadc uiutiv valuable sug¬ 
gestions in 1915 tor iriipiovirig ha The* third period 
commenced with the passing of the tjovernment of 
India Act of 1919, which inade co-operafoou a transferred ' 
provincial subject iu charge of u Minister. The Act of 
1913 has been replaced by Provincial Acts in Bombay, 
Burroa and Mjidras 1925, 1927 and 19jl reapec- 

tively. III tJic early fKirt of (.Iok period, the number of 
societies was inuoli increased. More recently* lu>wcver, 
greater attention has been paid to the consolidation and 
st^ongthenoig of the existing societfcs tlian to the crea- 
tiou of new ones.. During tbis period also valuable sQg- 
gestioTjJi* for the development of the movement have beefi 
made, itftef survey, by the Agricultural Commission and 
Provincial Enquiry Committees in various provinces. 

In 1942-3, the latest year for which figures ate,^avait- 
able, the total number of * co-operative instilutions in 
.Indfa was made u}?of 11 provifUcial banks (one 

, each in all 'Governors* Provincc,a except the United Pit>- 
vinces, and in Mysore and TTyderabad)/ 590 central 
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banka, 437 aupervismg and guaranteeing um*oj**s,* ^‘29,306 
agricultura! primary societies and 18,819 non^gi'k'ultunal 
primary societies**^ Tlie total *iiuinber ol membtsra o£^ 
primary societies was G-9 miJlkm, jnade np bf 4-6 ancU 
2*3 million members of agrtcuftnral^ and ijun-agricnltiinil 
fiocieties respectively. Assamiug mat a family had five 
members on we average, this jnembersliip irfeant that 
23 and niillion people benefited from the co-operative 
movement in rnrat and turban India respectively. 

The total, \^oikirig csiphif^ in tii#. movement 
121'J.4 croTCfi. Agricultural and non-agricultural pri¬ 
mary credit societies iiunibered 110,6^15 7,093 res¬ 

pectively. There were 42 co-operative banks with capital 
and reserves of .Us, 5*hikha and Vivci*. and 303 witli- 
capitat and reserves betw^5n 1 and 5 lakhs.* Tfie move-* 
ment, however, liat^ made (fijTerent progrci^i^ in different 
provinces. It hAs been inoni*successful in Bbmljav, the 
Punjab and Madras than in otjier provinces. This is 
shown by the following figures :— ^ 


ProvJflce 


Assam 

Bengal 

Bihar 

Bombay 

Central Provinces anti Berar 

Madras 

Orissa ► 

Ihin)ab ’ 

United Pro%'iaces 
Sind 

Average S. 


Number of members 
primary societies per 
1,000 inhabitants 
, S^l ^ 

3£'« 

6vS 

.. 33^S 

6'6 

• ‘ 28-5 

13'3t 
* 37*0 

• 12*9 


13^5 

201 


* 


■ But in judging tlie progicr^s in different; provinces, 
more important tiuin tlie number of aocictles and mem¬ 
bers is'the consideration of how fur ^the societies are 
working on truly co-operative lipes and how far they 
have imi^oved thfi ecouonnd coi;ditior\p of their nienfbers 
and the families of the members. A^iplying this* ^tan # 

1 ^ “ ■ 

* Be© Statrftti*^&l Ststementia ^eUtidg to tlio Co-operativa Movemeat 

in India 1^2-43, pp. 3-6. 
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*, dartf, it baiomes clear from the reports of the Provincial 
. Banking^ Committees and the annual reports on the 
^ working of co-operative flSocietiea in different provmcea 
tliat the movement made belter progress in jESombay* 
the^ Punjab and Madras tliaw in other provinces. The 
cliief reason for this is said to be that the agriculturists 
of tliesc-'three pro’vinceH have as* a nlfe moifcgagable 
rights in their land and can, therefore, offoi; real, instead 
of pereo>iah security for obligations incurred by them, 
Tlio^ie of Urn other proviin.es can offer fjer^onal security 
only, as they are mere tenants holding tlieir land from 
' landlords.’ 

Apply nig the hvo h‘sts of the proportion of the rural 
population that has benefited from it, and the proportion 
of the rural'finarieiai need silnplied by it, the progress^ 
of the movement must be jxronounced to be disappointing 
in the country, especially rin the provKiccs other than 
Both bay, tJie Punjab and Madras. Even in Bombay 
and the ihmjab, after a working ding over nearly 
fuLiir (recades, the nKiveiuenl Uiik barely touched the 
lives of onB-seA“enlh of tlic* populatic^. The reports of 
the ProvincuLl Comm it lees also make it clear that the 
financial facilities provided by the moVe'ment to the " 
rural p(ipuIatioii supply a very small part of its needs. 
This is due to several j)ror:hnent Uelects in tlie working 
of ther niovGmer^t, and these ;will be examined later. 
Intrinsic advantages of the co-operative movement. 
—In ypite of. riiefcje diKapjxjinting results the movement 
cannot be C(uideniried as useless, because there cannot 
bO'^nv doub*^ about its intrinsic advaiftages. scheme 
of Government or /jint-stock bank fina.pce might redii^a 
ihcyalef^^of intercfit, but only co-operation can teach the* 
peasant to born^w at the right time, and in the right 
amoiJTiis and for riglit ends, and to repay on the right 
dateg; and only ta^-opotation can teach him to sa''&E! so 
that he may not have to borrow at all.”^ The nfovetnent 

t, ^ # a 

, ^ B(?f) Indift ill lfliJ7-2S, pp. 3T5-fi aD<l Jab, The Monetary Prohletn/ 
cf India, pp. 74-5, ^ 

’ The Punjab Coouaittiic Eeport, p. KMJ, 
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has proved most .beneficial, econolTrically, gjfcujiy* and 

educationaJl^j not, only to a largo pro}>ortion of tfie popii-. 

lationH of several Western coentries, blit even t!ie* 

members of those co-operative ^societies that Ijave pro veil 

successful in India on acc^int of ffficient management, 

and to tlieir 

They have obtaiited .substantial funds, esjiecially for 
short-term and iptermodiiite credit needs, at rcusoniible, 
rates of interest, and hate saved ihuch in yilerest charges. 
They have foUtained impnnVd varicfliies of seeds and 
manure, njid more eflkicnt iniplenupits at teasonabie 
prices, and*iniproved the breed of their cattle, and thus 
improved their agriculture- They have secured better 
prices for their produe<*. Their tl/rift bits been encour¬ 
aged. They have received practical tnwning in thtJ 
hundiing of jtiouev, in business matlers aad in e^men^ 
tary banking prmcipics, and have Icurnt to keep accoimts, 
to sign pro-notes, and to reiid .pass-books and receipts,^ 
They have influifiiccd each other's conduct, ha^c checked 
bad habits,,such as indulgence in ddnk or gaftibliiag, 
and fostered sell'-jfestraint, discipline, self-respect, and 
punctuahty. ^ ‘ ^ 

Tlic hoid of the moncv-lendcrs tAer thfem lias been 

n 

loosened aivd tliia haM ^iroduced a marked cliange in their 
outlook, They have started* schoAls, provided stiholar- 
ships, improved sanitation f aifd establislsed benefit* funds* 
In shorty the cor|x:u‘ate village life, weakened by modern 
disintegrating influences, has been reviv^ef^ in those vib 
Jagea in wliicb co-operative soedeLiea have been wcjrking 
satisfactorily, and*the satue desirable development^an 
gradually bo brought about in other Villages by the sipread 
of co-operation on the night ^incs* * . 

The Agideultunxl Commission has expressed the opinion 
that tfie financial solvency of the movement is bej^ond 
disfwite. and tlu^t it is tht^ w'orking of the societief that 
is defective. The Provincial and Oefutral Banking^ Com¬ 
mittees have a^eed with this statement. The*reports Af 
\he Provincial Coramitjees show that the further ck- 
panaion. of the movement has been temporarily 3uS2)ended 

4 
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, for the, p¥^ix>sfi of boiisolidating it and promoting its 
.financial soundness and stability-^ The econpmic depree- 
sion atid fall of'commodity prices created much economic 
.distress'among agriculturists, and increased the arrears 
and overdues co-gperaiiv^*' credit societies* Coercive 
action against defaulters-proved to be Ino ^ipedy, because 
. it merely* saddled societies wit.bjands wniclt were diffi-^ 
cult to inanago and dispose of, Further, debt legislation 
adversely*aJl'ectpd the working of^any societies, because, 
in VTjaiiy provinces^ a member owing a debt/o his sot^ety 
could tile' an applic-itum Imforc the conciliation hoard 
‘'for its reduetiou and suspend payment of his jn&tahneiita, 
until iin uw'ani was' made hy ths board and approved by 
the Registrar, At tlie end of 0 per cent of the 

\otaI numbet: of existing sf)cieties w'ere in the process of 
lk[ui{fatian, aiid 4Q per cent of the societies in four pro¬ 
vinces, and'^ia per cent in‘three others,*foil in 1> (bad) 
and E (hopeless) classes^. In some provinces such as the 
Central l^'ovinces and Benir, Bihi^^r, Of^jssa and Bengal, 
ll>e iiiovement nearly collapsed. But the \^eathering of 
the stortQ by the moventeiif in the cT^unlry as a whole, 
\Yith a fair nieaAure of Hucepss, until tlie^p^ricCR of agri¬ 
cultural i^rodiico began to rise from BM1, shows the 
inherent sound ness of the inovcincnt, and with the turn¬ 
ing of the tide, m-homes i>v the VHiabilitiition and re- 
organJLation -ofvtho moveiiic^it have been adopted jti 
various ]irovinces.^ ^ * 

4* Ofganiza^tion and working of primary soclettes.— 
To proceed to the wwking of the co-operative machinery, 
wlii£;b comic's of the primary societies, central banks 
and '‘provincial l)aTtks. The ^f>ex (jf the co-opemtivfl. 
organizatiun in a province in tlie^proTmciai bank to which 
central banks arc affiliated* Tlio |)rrniary societies are 
mostly affiliated to the central banks* Some of them 
are gfouped into locral unirn^s for purpose of supgrvijion. 
All of^them are foriridden to lend to non-rpembers except 

^ J Set! Bombay* unil Ausam Comnsittcc^ Heporta, pp* tfiS and 150^ 
reflpoctivTply. * • 

* Beview of tbe Co-o|KjratiTe Movement lc India, 2939-^9, pp. 7-9. 
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with the eanction, of the Begistfal' of cooperative 
societies, * ^ * 

The primary society is an association of borrowei:ft and 
'non-borrowers whOj residiiig ii] one# locality, JiiiOw one 
another, and take interest ii^one another's-affairs, Metn- 
bmhip is opejito any inhabit^errt of the same locality 
who, in the opmion Af liis fellow^meinberH, jnossessga a 
good charactefi, regardless of his caste, creed, or calling* 
This brlnft^ together pei^ions of ilihercut ^HtatusT into a 
common orgaii;iati(>jv, and promotes ^ true spirit of 
co-operative i>iotherljood. As the movernprit is essentially 
niori^^l and i]jdivkluahatic, rather than sijcmlistic, tlie 
Jtegistrar registers a society only wlien he thinks that 
its prospecjtive members •uudorstand* co^>ftoratjve jirin- 
ciples and duties. The openitions of each-^society ^are 
restricted to a sitiall iimi-, a vilj^ige, to cLiaWe^ifs nieiji' 
hers to know cacliInJior and to ^vatch ciwh other's doings, 
'to prevent the domination of one nvin, to bring more men 
to tlie front, find to facilitate supervision and tfaining. 

Eural credit, societies arc or^!ini?-ed on the TiaiffSisen* 
model, named after tlTe famous Crennini co-oj>crfitor, with 
nnlimiied llabilttv <J niembcra, Unliniited lialjilitv pro¬ 
vides ii good fouiidaliou for rural credit* hy giving better 
protection to the creditors, and supplies tfic best incen¬ 
tive to the mein))ers of a sofjt^ty lQ*he ("ireful in the 
selection of their fellow^s, to+soft^ct tlie m*st Vompetent 
officers, * to, be careful in giving loans, to wattit the 
members to whom loans havo been giVen* #in<l U) be 
strict in demanding tlieir prompt rep^iyincnt on the 
stipulated dates. The! tangible assets of a society conairi'^ 
ijf^tfTe property owmed by ilts members, the dotails hf 
which must bo mentioned ib the ^property stal^iri?nt' of 
the society. Its efficient working depends largely upon 
the careful j>reparalion and {leriodical i^vision of this 
,statemefiL Some tif the iirluin credit fiocieties ure ^ii 
limited liability. ^ ^ 

- In some localities members contribute a sijialb share 
capital, in othi^rs they do (ot. In the former, the rate 
of dividend^ and the maximum value of the shares that 
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a sin;^le‘'5[iember' can hold, are restricted, and every 
member has one vote only regardless of hia holding of 
shares. The'right of a member to transfer on charge 
his shares is rigidly restricted, and tliey are exempted 
fnjm attachment om sale by' courts, or in insolvency pro¬ 
ceedings. A coniTnittee' of mana^etneijjiv president and 
secretary, gendering services hoiiorarily, are elected an¬ 
nually and controlled by the general bt>dy of rnembera. 
The general body, however, TnSjst take a practical inter¬ 
est in the snc.iety's ixiisiness, which be transacted 

with niaxiniinti pnblicily. , 

The socielies have a prior claini, witfi i>the exception 
of that Government dues, over other creditors of their 
nieinbcrs, m ' respect of enfoicing their outstanding 
demands oo membecs for. laans given to the latter for 
agriculturalj re/juisites. There is, however, no specific 
cliargc, and the prior claim dot^ Tint apply to all advances 
relating to crop finance. IirBombay, the prior claim,' 
under the AU-Tndia ^Act, has be^n cmiverted into a first 
**i^burge l>y the Provincial Act, and the Cltntral Banking 
Coinmittee has recorninended thaf the same should be 
done in ihc other provinces A ^ ^ 

The fluids of tlie societies are derived from share 
capital, if any, depisitf^ of members and syrapatliisers 
wlio are non-merObers,'^ r*nd loans from central bankw, 
Bepowits impiy thrift, arKp'they interest in the manage- 
meiit^of tfie societies men who stand as aent^ies over 
their own^deiiosits. Hence, the societies aim at getting 
as jimny local dcfiosits as |KiSSiblc at reeisonabie rates of 
interest* They have, however, been much hamgered 
iri realising this aim by tlic high rates that carf 
diirned from trading or pi*ivate lending. They avoid 
attmeting deposits from areas Rerved by oth^r suxjieties 
or frojti the clientele of central banks. Tfie maximum 
b^>rTOW'mg ^jower ot all societies ia> fhced & *defifiite. 
fraction, varyiri^ between^one-fourth ^nd one-eighth iiij 
different provinces, of the value of the net assets o£ all 


* Eoport, p. 11 a. 
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the members composiog them, and nd socief.y )jorft)w 
in the shape (jf depodta and loans, beyond this maximum. 

The piaxinimn jjowfer of individual members of'bor- 
^•owing from the societies to which they belong is fixed 
at a definite proportioji, usiAtlly on< 5 ,-half, of tneir indi¬ 
vidual aaseis, ajd th^ loans acluidly "iven to them within 
this maxinjum ^{>end upon the objects for which they 
need the loans fheir rejjayiiig capacity. Tlie societies 
Ccinnot always insist on restricting the loans to produc¬ 
tive objects b 9 c^^use, by doing bo, they would merelj 
e^coul^age their mcnibcrs to misapply loans gi^’en for 
productive pyrposos, or to resort to* iQoncy-lcnders, 
Moreover, other members* take care that the borrowing 
meiiiberw do not spend ^ore moneV cva unprodiictivo 
objects than is strictly necessary. But loanp,^cannot be 
given for speculative nr wasteful expenditure. The 
objects of loans iifl'c cultivatiniT exjieiises, tlm* purchase 
•of cattle, fodder and impiementM,^ the pavment of land 
revenue, the ropaymeiit-iof previous dcbtT redo motion of 
mortgages, personal maiiAenance, ceremonial expenses,* 
and litigation, * 

Unproductive^ loans are givfn much less frequently, 
'bn a much smarter scale, and fiu' sliofter p<Vinds ilian 
2>rodiictive loans* Misused loans nro promptly reeulled- 
The primary security for all Ipiitis is ^jcr&onal—the guu- 
raiiteo of the borniwors asd •sureties, but' mortgage 
security <is also frc<)uently obtained. Sureties pjevent 
tlie grant or excessive loans and their nn'sa{)pIif^aiion, and 
facilitate their recoverv. Other inomboT^s also w^atch the 
nso of the loans and *413011' rej)ayniP7it on the due tlatesL* 
W|^ the borrowers are unhide to repaj*,' them and harve 
a good reason, such i\h tJte liiiluro^of crops, the neeessair 
extension of the period of rf,[>avmeuf is given, and no 
undue pre’sstire is exercised on the borrowers* The rates 
^of interest charge(^ are giveq in st^efion 7 below in^a 
sei>arafc^ taTjle* They differ considerabt;i^ in the various 
provinces, and within a provfhce itself* Whether tfiey 
areVeasonable ^>r not dejieijds upon their relafion to the 
rates prevailing in the outside local market. 
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T}ie,.soe4(itieg arf. compelled by law, to build up reserve 

fujids out of profits. In societies haying no shares, the 
-entire profit fe credited*, to the indivisible reserve* In 
share societies alsovthe reserve fund ia indivisible, and' 
a substantial portion of the 'profit must be carried to the 
reserve fund. Some societies use their j^aerve funds to 
give loiius to their meiubers, others deposit them with 
the central banks. The Central Banking Committee has 
supported the latter practice as hiaking for greater safety, 
and has I'econnnended that the central harks should give 
lo^l^s to' the societie^> at concesatonal rates up to the ex¬ 
tent of the latter's resei've funds deposited ipith them* 

5, Organization and working of central banka, —A 
central hank a J'edcraiion of primary societies in a 
specified area, on© or more talukas, or tahsils, or a dis¬ 
trict, and Iqcated at the headfquarters of, or another 
im^xirtant town in, a district, E^ome central banks have 
a few brynches at other towna hi their respective dia-- 
iricts, ^'It lias tw-o types : the fin^t having a membership 
oonfiTied to societies and known na a ImnkAug union, and 
the second having a mixed membership of individuals as 
well as societies. The admission of individuals, mainly 
belonging to the middle class, is necessary in many cases 
at present because, although the representatives of the 
sfxiieties are usually given *a large voice on the board of 
mnimgcment ^f a central bituk, they do not fx^ssess suffi¬ 
cient business capacity for its managements which h 
much Inore. complex than that of a primary society, and 
cannot, therefore, iiis[jire inucli public confidence* The 
Etanaging board, therefore, contains some individuals of 
invlueiice and l>urinc^^s eapiutity belonging to the midiUe 
class. The centra) hanks have consequently secured the 
confidence of tho public, and play an important part in 
the Indian money market. The Maclagan Co-operative 
Committee of 1915 and th^ Central Ranking CoiEmittee 
hav^ recommended that the representatives of the socie¬ 
ties must^ be given a preponderating voice in their 
management* Wlien the representatives^ develop suffi¬ 
cient influence and business capacity, the individual 
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members of the^ central banks can* elimliiAte^ gra¬ 
dually, and the conflict of interest between their share¬ 
holders and borrowsocieties ^an be refnoved by the 
*identitication of both the parties* * ' - 

The central banks finance •the prirnary credlf societies, 
balance the excess and deficiency-in their reaourceSt and 
do little commercial* bankusg^. The priiuary *societjeft 
should not lepd to one another, as this interlocking of 
liabilities is dangerous Ui them/" The immbeiv of the 
shares of the /lejitral banks tlnit an indivalutil can hohl 
is restricted, their dividends are limited to 10 per cent, 
and their !liability is limited. Their rcf^ources consist 
of (he share capital and r^^serve fund; deposits of various 
"kinds, fiuch as current, fixed, recurring, * prudent, provi* 
dent and savings, obtained fliiefly from professional men, 
landowners and other sections of the mithllc clusli— 
new source whiclf is being tapped by them v^ith htirdly 
-any competition with joint-stocky banks; the dejiosit of 
the surplus funds Mud reserve funds of primary \?ocieties 
affiliated to tliem; loans alid overdnTfts from the JmperiaJ 
Bank and a few jomt-stock banks; and the deposit of 
surplus funds of municipalities^, local boards, Universities 
' and other semr-p'ublic bodies in some province, in wliich 
the central banks have built up a high reputation for 
stubility* According to Hie Corjral Banking Committee, 
they are able tn obtain sySTiCLcnt resoiyce.^ for -their 
present.re<juireiuents at moderate, and in some prpvinces 
even low, rates of interest, ' ‘ ^ 

They lend funds to affiliated primary societies, within 
the limits of the boAowing^ capiicity fixed for each, arjJ 
on^'the same principles of*co-o]>eratiw? credit as tliose 
‘lAentioned above in dealing' wikh the jaimnn' Sflcieties. 
The period for whiclt they give Joans to ifie societies 
depends Upon the period for which they,get tlieir funds. 
Their,lending rates have to be nearly 3 per cent higjier 
than ttieif boi'rowing rates, to cover cxt>enses, to puild 
-HP a reserve fuhd, and to*pay a moderate* dividend. * 
They maintam a staff of^ inspectors, who examine the - 

^ See BeD^al OocumiCtee Report, p* 153* 
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affittatpd sbcietiea' ^ btatementn of assets and normal 
credits, watch over the use of the loans and the progress 
of r<J..toverics,- and keep the banks fn touch with the 
workin^^ of the sot^ieties. Twenty-five per cent of their 
neA profits must be, carried Ho the resen^e fund. They 
liavc also to keep sulfitticnt liquid resources iii the shape 
of cash balances, unuti!i5;ed cash credit tvdth the Imperial 
Bank, and (lOVCTniiient promissory notes, to pay the 
claims of de])<isitors. ’ i 

"To fuovide I'oi'^ the losses tliat mav be .raused bv the 
inability of some of the pi'iiriary societies to repay the 
loans |;iven to them by the central l>anks^ the Central 
Banking (kamnittee has pm[K>ficd that: tfie latter should 
build up a bjid' deb'fc fund watlf a portion of the annual 
profits, in ftdtfiiiou to ifio ivsf^rvc fund. To increase the 
pratectiuii of their depositors and the confidence of the 
public in llieru, the (Vaifunttee has sh^gested tliat ihe 
limited liidjility of thoi** sha7ehnlders, cousiKting (jf socie¬ 
ties, InU'not individuals, Klionld h” coupled with a reserve 
liabilhy restricted to the face value of the shares that 
they hold. 

0., Organization and wr^rking of provincial banks.— 

In all the fjovernors’ Provinces, except the United Pro- 
vincOR, central co-ot>ci:itive )janks luive fedemied them¬ 
selves into a|K^s r^nnks^ calle<i ]U'ovinciid co-operative 
bailies, TJie UniteJ Trovinchs anil Central Banking Com¬ 
mit teet. ha ve riToii I mended tljiit a similar bank' should 
bo cstablisl'itf in the Unitod Provinces.' Th^ir share 
capital is provided partly by the afiilmted central bankaj. 
aVut partly by intlividuuls. The latter play an important 
part in the luanAgemeut of flie provincial banks, a^ it 
is even iic^re complex than that of the central banks^ 
uud requires expert banking knowledge, but they should 
not he given a preponderating voice in the management. 

The banks are managed OjI ordinary'bdsinesf' priticiples 
with due regard Vo the nee^s of co-operation. They tap 
the resources of the richer urban classes, in the foirm 

Bee T^,P. Coramittee Report, p. 133. 
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of deposits, which are nofe available cen^t/aLbaiiks, 

Imk up thetco-opprative orsani/.at.ioji with the moRey 
market* and the commercial b*mks, actf a.s^flnaWing 
agencies to the central banks, and* balance excess 
and de^ciency in the reso&tccs of* the central barfe. 
The latter shQ'ild not lend to oile* another, as such inter¬ 
locking of liabilfcies iS dadigerons to them. 

Provincjul haiik« also serve as central banks in areas 
wliicli Imc no local central hunts f^f ow'n. The 

funds of the •pFOvincial banks consist*of share capital, 
reserve fund, various kinds of deposits, suriiliirr'to those 
of the centnJ banks, short-term loans, ce.sh credits and 
-overdrafts from tlie Imperial Bank and mrno of tlie 
joint-stock banks, and the ^deposit of -the surplus funds ^ 
of tho ccTdral ba-iiks atHlintcd to tlicm* Stnue of them' 
also lend their own surplus funds to one,an<»t]3er- t'hey 
lend to tlie primary soeicties* not direct, hut through 
the aJhlialed central banks, except in areas which have 
no central tninks^Ctf they- own. ^’aiids tluiM ffow from 
the proviiiciiii banks to tho central banks, then fo tlw? 
rural societies, and tfnallv to tiio individual boirowers. 

The provincial banks luiv^ no poAyors of control or 
supervision over tho central hanks, except* what they 
may exercise as a condition of gi'anliTig loans. Hiich 
control or sufjcrvisioii is j>r:i*'jtfcally'non-existout at pre- 
8Gnt. Nevertheless, in sonte provinces tiiey have/ with 
4heir efficient staff, played an imiwrtant part in develop¬ 
ing the movement on sound lines, esp^Muj-lly in areas 
in which they fitiujice stycietiea direct. They have jilso 
foraed tho Indian l^rovincial Co-o(H»rativc Banks' As^*»o- 
vift^ion to co-ordinate tlieit wnik, to* promoto eoinhion 
interests, and to suptdyi infOnnation regardiiSg ench 

other's financial needs. As the Reserve Bank has stated 

■ 

that it can help them only to tide over a temporary 
fiihort^ge ^f furfds- and cannot suffply them with nosyrial 
finance, they wijl have to consider tbe»queation of-start- 
ipg a separate apex bank, when their present surplus of 
finds disappears* i * 

In addition to this as^ciation, there is the AU-India 
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C!o-bpe**a£ive Instil,utes’ Aasociaiion, ^hich promotes co-^ 
operation througii member that have been 

estabiisliet] in different parts of the country, by sypplying 
tliom "ivitli advice and ^assistance on all co-operative 
prp,blems* Such albliidia jhstitutionsj and even those 
working in more than one province’, oau^ot at present 
be r^^gistered under the Co-ojjMirativd Societies* Act, Tlje 
t'enfral Commitfee has, therefore, recorrmended that 
the Act r^hoiild he iimcjided to piovidc for tlie registration 
of sueli institutions, 

Tlie Act has mude special provision for *he audit of 
the primarv ^ux'a<‘lu's, and the cctitral ard provincial 
banks, Jt has laid dawn that'in each province tlie ac¬ 
counts of' alt of tfiein musf. ])^e audited at least once 
overv \cnt l.v nersons iiuthMri*<cd h\' flie Kegistrar, and 
that the aud't nnu^t inchide an examination of tlieir over¬ 
due debts, if any, and a’valuation of’their assets and 
liabilities, Tlie Control Jhinking foinuHtleo has sug¬ 
gested tout lilt audit should inoludt^, in addition, im 
onqui'rv into ali the circannstances which (determine the 
general position of those institutions, 

7, ^Ratfis of inte^st in th^i co-operative^organization,— 
The rates of interest prevailing iti the inovcitient have 
come douai considerablv in very recent vears o?i account 

II 

of tho dejjression. They approciaidy lower in Bom¬ 
bay, jNladras ard the PimJahUhan in tlie other provinces. 
In the former proYinces they ure as Jollows :— 
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We have seen Above that non-credit CA-op^rative 
societies hav^ made same progress in Indi;^, but tlyit it 
•is aniali as compared with that of the credit 'so^ietict;* 
An examination of their O3igarti;?atioii and working ks 
beyond the scope of *thesc pnges^ as they Ijave no direct 
connection witfi hankijig. The Agricultural Couiriiission 
and the Provincial and' Ceiiinil Banking 'yommiW.eea 
have reconnnehdcd* tliat tjje JVovjiicial Kegistranj should 
encouriigo tJie development of these sock^iofi in the larger 
eciuiomio interesTs of tlie masses, especially tljc agri¬ 
culturists. 

8. 'Defects In the working of the orgailization.— We 

tnay now proceed to (;on¥ider the dr(fectj> in the work¬ 
ing of the rnoveniejit iluit have been ineritioned by the 
Agriciiltiiriil Coniiiiisskm, 'tliS IVovincial mid Cer^iat 
Banking Coiriniitt^es, witnesses; before Iheni/and otliers. 
.They are as follows :—■ 

(1) Oflicial control is excessive,'altlinugh tlie iUvowed 
policy of Government is tt>encourage non-official adminis¬ 
tration as far •as eor^istent witli its ultimate res|>ousi- 
bility to seom-e the progress of the uioverncnt on s^uind 
lines. This l^i^^* tended to nlake MiC' working of 'the 
movement mechanical, iijid to check the developmont of 
a sen PC (jf responsibility ninong^ tfie jruMiibers, 

(2) The inability of t!ie (jijiHii Societies to ^supply, tl^e 

short-te^;jn and in termed iate as well as flte long-term 
credit needft of agriculturists lias not appreciated, 

and efforts have been directed tiwards mi/king them 
supply all these need^i. * 

(3) The understandhig of principl^xs of co-operatk)n 
and the knowledge of the essentials <if jural credit are 
lacking among a large proportion of the luemhei's. The 
essence of the movement is that its members must learn 
to maimge their own affairs. The task of teaching illiter¬ 
ate peasurrts to do" so is a slow and gbiboratc proceSs. 
But the supreme •importance tof educatiftg and-supervis- 
mg, them has not been adequately realised, anti the desire 
to produce quick and extensive results has hampered the 
real progress of the movement. 
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(4)'BoSi the ofiiciiil and non-official co-operative staffs 
are ,1 in many*cases, handicapped in their \^ork by a lack 
or deftciency of training* 

^(5) Th'e audit- is (lefects\%, and di)e8 not conform fully 
to the statutory requircrnents, partly owinjg to the paucity 
of auditing officers* Moreover^ audit, supervision and 
inspection of societies, which are intimately related func¬ 
tions, ate now eondiicted bv two or three different 

•k 

agencies, [irodnolng much overlapping n'ork and waste 
of etToj'<, and inoncv, 

frd On account of the afmve defects* cf^ikol over the 
Operations of societies is defective. Many managing com- 
milteo^s are !nM?jeient, display a factious spirit, are not 
jvraperly ctAitrollerl liy tlie geuerul fjudy of menibers, and 
approj^riiife" too large a profKirtion of the loans for Iheni- 
selvcs* Mem hers are frequently selected without care. 
liO^ins arc soinetimes-^given tb nienihem recklessly, and 
their [)eriods are extended wdthoilt pioper reafW)nH* Short- 
*tenn, intei'mcdicate and long-term, loans ure not clearly 
dintinguiwiled* Accounts are not always correctly main- 
tair.ed, Xhe statement of the assets of scjcicties is not 
always revised carefully from time to time^ and the 
assets which remain in the pc’ssessioa of meinbers are 
sometimes frittered aw^ay 'uy thorn, or used by them in 
connecUon with outside creditors. Members delay repay- 
Tnont of loiirw when they are ah!e to pay* Office¬ 
holders ncylect taking JicLion itgainst defaulters, Conae- 
oucntly, the oveidues of many societies are highly 
excet^sive. There is reluctance to liquidate at>cieties t^^ven 
when their corLdition is beyond repair.^ 

(7) tJoritrol in some societies has passed into the hands 
of a few powerful men, with the result tliat thfe interests 
of small producers jwe sacrificed to /fioso of their more 
powerful colleagues, Similar concentration ot control in 
sohie Gcniral banka has led to the overfinancing of socie- 

^ Cf. Mr, MacDonald's ftfiBweJR, Central Committee EvidencCr 
yol. Ill, pp. 9^!9 and 944-5* 
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ties to keep i^p divitfendfl, tlie reteiilym of hi^^i interest 
on (leposits, aiul the receipt of ai^ierfluous ■* 

(8) Co-operativ© finance is often in^daatic, dilatory, aiul 
inatlcqnate, largely owing to dio inefiifieiicy*or sVliitdinfv^s 
of managing cq^iaimitfees. MemlfCi^a have to put up with 
inuch personal )nConvt*niejieft and delay before ftiey eon 
obtain loans frpm ^he societies, and even theirthey may 
not get Huflicient money ■*<or tlieir rcquiienients*^ Miuiy 
of them, tbercSov't have lo obtain a parJ ot their tiLmiKi& 
from money-lenders* Some soeieties, on the other hand* 

^ ■ -i 

borrow as Jinifti as they can from the cenlriil banks once 
a year, and lend the mouev immcdiaUdy to their morn- 
bers in lump sums, in the* hope tliat Clie, kittcr will make 
it last for the wIvjIc yesir* the member:^ manago to 

spend the wdiole of it as as they get it* and %v1ieii 

other needs arise,Miey borrow ^iio)icy iil fiigh fates from 
'the money-lenderH. IVfan}^ incmlHYs prefer the more 
accoiriinodating poh-^ of the tnoiiey-huiders, wluf dt^ rud. 
insist on punctual repayments, forgetting its ultimate 
consequences. The result is tliat in nuiny localities! the 
^co-operative sogicties and the, monoy-lefufers exist side 
by side, Eind thaf the cultivators uw both a( tlfem accord¬ 
ing to their convenience*^ 

(9) There is a tendency iun#ng shlvcni tnemhcrH U:) 

sever their connection with the h’lovornentj * ' 

- (10) Central hanks have tended to work in isolatum, 
and there is no (-o-ovdination of tfieir /letiVi^Jes* 

(11) The credit supplied bv the co-fqKUiitive organiaa- 
tion is much hx) cc>>Aly in some p^^vincps, This is ii> 
43 vitable to aotne extent, beCcAise two or Jlu'ee intcrmediTi-ie 
agencies, i?iz, the primary i;ociefy, the centra^ bahk apd 
the provipcial bank, need for their w^orking expenses the 
difference between the rote of interest at winch money 
ia obtlified for th^ movemeRt froifi outside and thatj at 
which it is lent t§ the bonrow^ing culfcivtiiora. Conditions 
^ire ideal when the primary societies obtain lopaliy all the * 
funds needed for financing their members, chiefly in the ^ 

* C/, tke ir.P* committee Evidlnce, Vol, III, 414, 
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ehai>er of the depowts of members ’resultiyg from their 
pmcficc of tJirift , Butjithe actual‘conditions in India are 
much'more distant froin this ideal than in other coun¬ 
tries* Tfie majority of Ihe* primary societies, except in 
the Bombay Presidency''* ate almost fentirei^y only agencies 
for the'distribution of funds obtitinetrirom the central 
ancf provinciul hanks, instead of being tl^ ^SHvingn and 
loans' banks ^of their villages Ind balancing centres for 
the dciuanil lor ?ind supply of money, * * 

9. Su^estions for removing defects*—J'he Agricul¬ 
tural Comrnist^ion, provinf ial committees oij co-openiition, 
the iind (HcniraE Ba^:iking Clonufiittees and the 

Fureigu lixpcr^^ have made th6 following suggest bus for 
removing these defects :—, 


('0 Cfbcbd cjpntro! of the inovenient t^hoiild bo lessened. 
The pi'imaiv func lions of the (.'o-operativc Depart men ts 
should be education, siipendsicni and the control of audit/ 
ami till? iinaiicing agencies sfiipjhl kO nuulc entirely res- 
{lonsible foi’ intenud wtjrking, buns and d^jiosiU. There 
sliould be more scll'-administ ration''and self-responsibility 
for the prinicirv sociefies„according to tjje co-operative, 
idcja* This will liuike the rnovement n.oro popular in the 
country, and ]iroiuote a sense of resj>onfiihiiity among its 
members* * f ^ 

TEie 'pr\[iifuy soeit^tiesf should be restricted to the 
finance of tlie short-term and intermediate Qredtt rieede 
of the ugrigulturists, and a separate organization, nfe, 
land mortgage bunks, should be set up for supplying 
their long-te.in needs, ' 

(-t) stc’ps should taken by the Co-operatiyQ. 

DeparfincntK sind I lie Tfistitut;es for the efficient and ade¬ 
quate training of the official and nori-ofTBcial co-operative 
staff. Trained ^secretaries should he secured for the pri¬ 
mary societies as far as possible* Tiro exjjeriepce of t 
othef countries that eehool teaghers and retired 

oflicialsr living in villages vJill prove very useful for this 
purpose* * t I ' ■ 

(4) The co-operative staff should make morei persistent 
efforts to promote the underAandinp of the principles of ^ 
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co-operation qnd the^knowledge of the essentials ol mral 
credit anjongf the menfbers of thf societies^ and Crorem- 
'•ment should spend niore on the provision of such educa¬ 
tion. The Registrarfl should more^ strict jn registering 
the societies an,d slioUld not register them until they are 
convinced tliat' tl^ prasyective members realty under¬ 
stand co-operaJiv6 principles and duties. The^ efficiency 
of the societies in a province, and not their number, 
should be regajidsd as dccisLYe.^ * 

(5) For the efficient audit, supervision and iiuipectinn 
of the societies, district unions should be formed of the 
primary credit and non-credit societies and central banks 
' located within their areas, and be registered 

under the Co-operative Societies Act. Thft, managing 
boards of tlio ullionf^ should b'e composed nf., the re|>e- 
sentatives of tJie affiliated socit^ties and a few' specially 
trained Govcrnmeni ofliciais. Thejr staff sliouId consist 
of persons licensed-^'v Registrar, who sliouhlffie em¬ 
powered to ouT^cel any lictmce for adefpmfo reasons/but, 
who must not be allv>w’ed to "interfere in the internal 
management of the unions. ^Tlie imion^i should also 
'"supply practical'training to candidates'for a|tpointnient 
on the auditing. su|Miwjsing and inspecting staff o£ the 
co-operative organization. , * 

They should work in close*co-i(jprr:itum ;;;tith the cen¬ 
tral banks,^should interchange w-ith ttiem reports and 
statenienls on the primary societies, loaVinfr Jhe central 
banks to arrange only for such inspection of the societies 
as may be necessary-to protect their financial interests, 
\Thet tlistrict unions should tc fedemteA into a separiJte 
ThWncial Union whose majn work should be the “super¬ 
vision of the district unions, and the audit of t1>e central 
and provincial banks. 

^ (6) At-the time granting loan?^. the credit socjetics 

^should car^ully scrutinise the econonii<!^ purposes of, the 
loans and the repaying capacitjr of the borrower^, tLoa*ns 
ehoald be grafted to menjbers of the manajging com- 

’ Se* Asnj^m, Bombay and 0.P. Comndtt»ei9 Beporta, pp. 160, 163 
‘ .and Idl wapecUvely. ' 
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mittees afily at meetings of the general body of members, 
supervisors should uot©>at inspections whether they have 
obtained'disproportionately largo loans and^ if so, the 
central b'anks sliouW take this matter into consideration 
at the time of granting new loans to the societies/ The 
period tbr the repayment of all loans rJionkl vary accord¬ 
ing to th^'respective needs of the borrowers, but should 
not exceed three years. Extemions for repayment should 
bo granted dnh if the lu>iTowcrs are, in exceptionally 
difficult conditions, and no tenderness sfionld be shown 
ill dealing with defuuIters. If the managing conunittee 
of a siH^icty gives loans in excess of the limits laid down 
by 1-1 ic by-lawr. of the society, or otherwist^* the com¬ 
mittee Tile'll bo rs should be held personally liable aa 
guarantors nf tlic loans. 

(7) Members of liie societies should ho taiiglit the 
necessity of getting ^-id of unsatisfactory or dishonest 
office-ricarers or fouiiiuLiec mcjoVjec;; 

The property Vtatement of tfio .soe^ties should be 
prepared with great care and ahouW be kept up-to-date, 

(9) Special steps should be taken to elimjiiuto al! differ¬ 

ences in tne status of the members of the societies, and 
to avoid the danger of the control of the scxncties and 
central banks [passing iiJo the hands of u few powerful 
rneitii)crs,' ' 

(10) The normal credit system should be introduced 
in Jilt societies. " According to this system, each society 
iuj-s to fix Hie credit limit of all its members before the 
oomTriencenient of each season, aiid to arrange for the 
necessary finance in time/largely i.i tlie form of *a 3 h 
credit A' in central banks/ The amount then w'ould remain 
available to the society, and members can draw upon 
it, as and when they need money, and pay interest only 
fr.ora the time the money 13 drawn, -Byery centiwl bank 
shpisld take special care through its inspectors to see 
that ltd constituent societies fix this credit limit for their 
members properly and at thj right time ‘Applications 

■I, 

^ * * 8ee Committee Beport,V' 



CO-OPJGEATIVE AND IjAND MOBTOAOE BANES ' 05 

■ 

for crop finance can",be made and sanctioned tcjfoifehand* 
The grant dtf credits' on current accoiiu|i and cl^eque 
r transactions should be introduced wherever passible, as 
this also will help to check the evils of inelastic and 
dilatory co-operative, finance. 

(11) To bring about a reduction in the rate interest 
charged to the liltimatei' boirowem, the central banks 
should borrovf urban money at lower rales for short 
terms, and especially during the slack seasoJi, and should 
reduce their Mrkiiig expenses in those provinces in 
which they are excessive at present, Tfe societies should 
also'make sti^enuous efforts to become self-^upix>rUng by 
lapping the savitigH of the [>ublic direct, iiistoatl of 
through the central banks, r- Moreover, lTie profits of the ’ 
co-ojjerativc societies and 'banks, already eSeuipt from 
inc(j(ne-tax, should be exempted from sui’jer-tkx also, and 
their earnings from investments in Government securi¬ 
ties and land mortgijge debentures Hh<ndd bo eKemj>ted 
from both these taxes, to* the ext ent that sucjfi iijvest- 
ments are needed for/he purp^^fie of tlicir liquid resourced 
and for the investjiient of their reserve. funds as laid 
down by the rules. Furllier/Uiey should b^ exempted 
from court fees as they are from stamp duties. The 
benefit of these concessions must, however, be passed on 
by these institutions to the ultimate borrowers in the 
shape of a reduction in the" rate ol inteilist charged to 
them on loans. , 

(ISi) The co-oporative societies and banks' should en¬ 
deavour to collect savings deposits and encourage savings 
in y^irs of plenty fur use in periods of scarcity.' ^ ' 

' ' (13) The provincial and centiul bank's should be man¬ 
aged by persons well-trainei in banking mid C’^-ojx^i'ation, 
in accordance with business principles adjusted to suit 
the special needs of t^o-operation, and rtie latter should 
conduct'all inouey transactions with the primary socie¬ 
ties by means ofrcheques in order to spteed up their acti- 
Vity- 

^ See tbe U.P., FuQjftb, Mi^drafi and CfUtral Areas Be- 

porta, pp* iS, 113, 341 and ^0 -^pcctivcly. ^ 
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' (14j To stimulate the societies t<yimprove their work- 

mf^,,particulqirlv as re^^ards recoveries, the*centrat banks 
ahoulcl olmrgc lower la^tes of interest on loans given to 
sound societies than on tiios^s given to societies less sound. 

(15) The working of ,the ccntraL banks should be co¬ 
ordinate-1 in each province by a cr>niii 5 vitt^e consisting of 
one repre^^rentative each of the provincial bank and the 
Co-o|>erMiive I)ei)artment an^, three representatives of 
tlie central ban,ks. 

M 

(10) There sJioul<] be fullest co-openuiori between the 
Agricultural and Co-o[verativo Departmenfe* 

(17) (.'aphal at concessioTml rates should he made avail¬ 
able tu tlie societies and centre 1 banks for the construc¬ 
tion or purchase of godowns in rural areas^ for the pur- 
po^;o of stimulating the IiTiancing of the marketing of 
crops on a co-operative U-jisis, n 

In its statutory rcfxjrt on agricultural credit submitted 
to the .Clovcrnrnent oi India at the end of 19137, the 
llese;’ve Bank has made the - following sug^gestions for 
rectifying and consolidating the co-ftperativ^ movemejit :— 
(1) Tlie overducs and long-term loans of primary hocic- 
ties sijoulchbe separated m\d placed on a pro|>cr footing. 
The overducs should be brought dawn to a level at wdiich 
there WMiild bo a misoiiablc prospect of repaying them 
out pf the prolits agricullure vrithin tw'eiity years, 
partly by wMa^iiig them off from reserve and otbej funds, 
and partly by recovery from sale of a part of the mem¬ 
ber’s assets; and spreading out the remainder into insta!- 
mtnts aud transferring fiieni to special agency like 
a l^and mortgage^bank. Even if the funds of a socjrety 
are no+ sufficient to cover the losses, tho best course is 
to decide ’^That agemy can best bear the losses. Liqui¬ 
dation of the society h no solution, as even after selling 
up the members, tlic^ st>ciety may l>e sa/ldled wU\i land, 
anil 5te losses still be left uncovered. ' ’ 

(27 Prhnarv societies should build up strong reserves 
by keeping an adequate margin between their borrowing 
and lending rates, so as to be able to grant extensions 
or remissions to members in- case of crop faiiures, and 
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to prevent themselves from going into liquir^dlUm or u 
state of eui 3 p 3 iidcd aniination* *' 

(3) Trimary f^Kjieties wliauld nliostly letitnct Uieir loans 
to sums which menihers cun repay ftoiri the jn‘(»oec()H of 
the next harvest, and loans given U>v 'A or 3 years Yor 
tile purchase cattle and iinpleinents should rjot fonti 
jnore than a small projx/ilion of the societle^^* hiiHiness. 
tjoaus given lor purpose's, wliieh are not prodiietive but 
iirt> iibHolntelv necessarv/ should l)e jeduf?d to a mini- 

■ Hi' ' 

iMiin, iiiwi arurtjld iKit excpcd tlie Iwri'oxvt'f'.s iKivin^; 
. ^ 

capacity* 

( 4 ) ITtey ^^houkl lie rccoTistnicted on sound eo-oj^cra- 

tive lines, so as to be not merely ugeiu-ies for supplying 
finance, hut also an influooce for the vVfl-sided develojv- 
HKUlt of ugi ii'iiltiire and (lie, lietlei iiienf or* tlie Iif*^ of 
file cultivators fr^aii all id view. ' " 

(h 5^ Tfiev should be federated into small banking 
unions for purpo.ses cvf finance, supervision aiul educiition. 

( 6 ) They should (Uke up (^n-0|>c'‘af ivv niiirketin*^ and 
should aim at^ selling the produce of iiii‘jiil>eis in hulk* 
ensuring iiniioriruty of rjUalitv liy supfvlying iifiproved 
seeds to tlie m.5n*laas. 'I'fiev ■should assisted hv flov- 

I ^ 

eriiinont and land mortgage bunks wUh long’lerui 
adviinc*es for hnilding u\i inexpensJA'e but seiv-Jeealde 
godowns for facility of colloctioiu < hily afler siieli orga- 
uj5£;ttioiis liavc proved successful, large cmftral suU- soede- 
ties should^ be cu'gunizcd ti> n rider rake the more 
tasks of grading, processing, stahtlising prici N liy orderly 
jiiarketing, and providing againsl looses by fiedging, 
straddling and similar oj'ierations. 

' t7) If the number of Kocielies ufiihulcd to a mitral 
bank is so large as k> make ifs working on weekly, there 
is greater need for tlie societies to he grouped into bank¬ 
ing muons. The provincial co-operative banks should 
play sc larger j5uri in the direction, gnidance and 'Yc- 
organizatiou of the co-o}>erD^f:ive moveihent. Moreover, 
heth central and provincial hai^kfl should be re-organized 
on commercial banking iines. They should maintain 
aufificient <fluid resources to provide for tfie withdrawal 
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of They siitnild build up a^dequate reserves by 

maiIrturning a sutfic?ieut myrj^iri b^^tweeii tfjetr borrow¬ 
ing and rates. 'rfit\y slimjld make strictei provt- 

■ Sion foV sv^ttiiig fuiS. oYcvdi^s in tlieir balance-sheets, 
wbich should be unk^onn, prepared in such a way as to 
present ^ true [Ueinro oV'the eonditkni of tlie banka, and 
published ^.)unctuallY. Finally/ tliey '^sliould CRtablisli 
L closer contacts witli counuerciiil bank's of tst.iiiiding and 
make grbalor .us(;j of tlje latter*for inveslment of Ibcir 
surplus turids and for obtiiiriiiig rredit/fVom them on 
CTOvernuient pa[yT or c^tli^nwise. The latter on tlmir 
part sbouUl uxe tiio fonuer I nr tiie coll<‘ctioii id i>ilbt in 
HTiuill j daces wise re tj[ie\ have uO ohi(*es. 

10. The gene^rttl scheme oC tAe lehabilltation and re- 
orgapization'of the co-operative movement.—Tlie out- 

lines nt t!v'" sclveniL\ wliicji varied in detail in dilfercnt- 
pnnmces according to local coruliLiojjs, werti as fnb 
km's :—'pic loans cluo‘ In sor'ieties were to be scaled 
down to rlie [)a\ing t';^paril\ aus* fiss^is f>f the faa'rowtTS, 
iHi^iid tlie unluccd amouius were to ly^ icjjiiwdjle in inst.al- 
ujojitM witli in period ruit exec^editig -iO years. The 
land'# of h^irrfiwe^.s tl^nl ^inne into tla,^* posse kkuui of 
stjcacties, iu default *)f payment of dues, were lo he 
ivlurned In the (jrigiiinl ovviiejs- on the hi re-purchase 
NYsteni. The laials of hnjrowers, not sdroady transferred 
ifi tlu^ siicietV/ were to be trsi nsh-rred, 14ic instillments 
of the loans h;:ed^were t(^ he regarded as instfihnents of 
ihe hire^purtbuse of ftie limds, and when (lie (inal insiab 
mewts, togollier with ii nominal ainoiint; of [>urfliase 
osjyev, veere paiti tJic lands wore to bo rc-trausforred Uy 
tJa; la^rpowers. T\m s(i<-iytif‘s iven^ to wj'itc oil bad dcbtA ^ 
Jrtftn their paid-up eujiitat aufl' reserve fund, and if thoir 
realisjible assem were bjss tfian tlieir liahiliNcK, the 
central banks, whltdi bad #h*ancc‘ri tficni,^wcre reduce 
the^ * clahns proj^Hirtioiuiterv. * SiniilUrly, tliA oontral 
E bankt^ were, to wrftc off tboii^jbiid debts from their capital 
and reRervew-, and if their realisable assets f^^ll short pf 


B<?« Ktview of tbe Co-operative Movement in India, t*J30'l0, p. IC. 
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thoif 1 Nihilities, tliey were to induce- their yredvtorjs to 
red tree the latter'djiiins; pro|>orticft lately, nud to imy a 
part i>f Ihe daims in easti, anf> to convert tlip resJ- into 
dcbeiUurew* TJioi^e Mocietie^ which'were in, tod had a 
condition for rocondruction, were be Wound up with¬ 
out delay. T«tie retained tnerul^htM td ret^onstnugled srxdo- 
tiew were to he Hupfdied’*with frcwfi firuiiK^e ,iu kigd us 
far as possilWc^ Itir oiillivation and other expenses^ on 
a nmt rolled fjasis of repay men Is in kiivl. J’j^ieh loan 
was hi he recovered out of liu; ineoiiie olitaiiied from 
its applicalioTi. Tlirou^di a eo-fU'dination of tlie work of 
(Tedit societies, <‘entral hanks, sale studeties and laiid 
' niort[{ai{e lumks, eredil sVii'^ tn bo Jinked np with iimr- 
ketinf^, and evorv staj^e tlie applies.Tion of the loau/^ 
from enhiration In the salt' of fJKaluec', \\t\^ In be spper- 
vised and ronlrojled, J’or this pijr|HJS(^ isojflc Provincial 
(Tovennnnnts pivi' fmaiieiMi fidp tiii^yuf'h tfie- provitidal 
banks. Tn Hen^;al and f^erur. irtan\ crop loaii^ sneietios 
iveiv osjablislied iluyplyin^ tUi*^ finaiu-e io a-^rieul- 
i Uriels. Fnr^bei-, st^uo Ibnivun-ial (lO von mien is pi A* 
tinaneial assistariee to proviru ial hanks fn enable tfiom 
and the eoidr^i] bunks u> pi^^et los^s's iindej- the na^nii- 
structiou s(Tjeine. 

The ahnve jitlom)ifs, iit reeonstniction and rdiabilita- 
tion fiuv(^ Ixaui acu-otnpanied* h\ those at rc-orpuiiKUtioii 
of the niovenjeid. T'omuft.ion of (Tc)]j fcloaii so(‘ieju's, 
■rnontrdnod aljove, is one such at(eujpl._ \notlier luifl 
been the eonversnui of tlie <'redit, ij\ sir^hr jnjrjxrs^*.. 
societies into innlli-jnir[M>se societies for tfio ^radnalthid 
all-sided devt lopnieut of u^jricidture and improvement bf 
tlfc entire life of the viliu^fer, fieeaiise* mariv autlioi ities* 
such as the Keserve Ikiuli, con fere iiei's of yepstrarri of 
co-of)orafive sotaeties arid sjiedal eoJiirnitfees on e(j-oj>era- 
lion, have felt tJuit tlie fireatesi weakness of the co¬ 
operative* mo veh unit in India has* ficeu the excluslvt' or 
excessive emphasis laid nn^the erediV side i^lone.’ *Tlie^ 
chief weakness of the r red it Rot'ielies is that thdV' cannot 
keep in touch with the borrowers, fifun the time when 
loans are*given to the latter, until the loans heccJnie due. 
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TJie multiH<)ci^t[es ar(3 niertpt preciaely to esta- 
Wish ^hat cloae anti dontintiDiis mniaection, and io encnm- 
that -ctniBtant coiisliltation Ijetweeii members and 
Htx^ieties. wliich is heceasary. for tlie gwid of both, and 
which acTordn witfi ^ihe true co-o|jerative spirit and pro¬ 
motes it, StartiTig with credit, mich a stxdety may get 
the old deUts of its good mcnihers litjuidafed through a 
land mortgage hank, induce its jnen^berjf to sell their 
prcMloce co-opiini^^lvely aud realise higher })rices for it, 
iinpmve Ifieir crop prodot'tion bv coiisohdatjoti of their 
(u)ldiiig'^ and supplying thojii with varieties of 

see<ls and iinia't>ved iniplements^ arraTige forthe purehafiC 
of II 10 g<K>ds re<iaired by theni'jointly and eoinomicuUy' 
on an indent sysldin witliout incurring any risks, increase 
tfieir iiK-ornc hy jun^simding thorn lake iifr Kiihsidiary 
Industries/ and' adopt by-laws hy c<n;inion ligreoment 
for reducing ceremonial expenditure, removing insanitary 
lialiits, jnxividing inodical leliel', etc*V. 

A t'ew of the autlnvi lt ies orn-wj-opi^fatioii have opposed 
such societioH on the folknving giounds T —(1) As tlie 
scope and nature of their <jp(!riiti<)ns nre conipHcaied, 
theiF contml wmild }>ass itfto the hands %if a few intelli¬ 
gent or C{lncated persons, and iJiis would destroy the 
true co-o[)erat i ve spjrit. ('2) Thf^^aceoimls of their ditfer- 
eat iicfiviiies lire likel\ jto' gel. mixed up and thereby 
conceal the trhe |K>sition tjf any pirticular activity, (H) 
I'ho failure of ouo activity mav involve (he failure of 

V -r 

ilie eiHtro stKaetles and therefore flic stof>page of all 
ntfjxrr acti\Jies. In spile of thcsci objections, seveml 
such soedefies have been estiijdislied in various provinces 
and liarc been doing useful work. It is, liowever, tcih 
eavly tfi pixjnounee any judge^ment on their success. 

rentral hunks should help the rchabilitatloiT and re¬ 
organ i/a tit ui of the sonneties alliliated to, them by taking 
raU interest in supervising and guiding their ^operations 
and helping them in traicfiing their *meml>ers in the 
principles of co-operation and in the sale of 4he produce 


Se« lieview of the Cooperative Movement in Tiidia, l0^^9-^0, p, '31, 
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of menibej*a, purjliase of their re<|ufreitieijti, ett. A few 
central biinksi ltav& already alarted doipg thia. « Several 
provincial banks also are gi^ng active guidar^ce in the 
work of rehabilitatkm and re-^jrgaVnzatitnh • 

On ficcount of the rise m th^e^prtces of agriciiltuniF min- 
niodities and the (Hinsefjuciit inc/east* in the 

purchasing power in f<^e h andrt of tiic fanners, the con¬ 
dition of intiny societies lias now improved* Their ovef- 
dues have become less* assets have be<?u ^i<|uiRed^ deposits 
have iritTeas?d and reserve funds have beeij built up* 
Til© tiirit*, therefore^ seems to liavtf arrived wficn the 
tTTgani/atkhr of new societies lojiv he taken up again, at 
places wliere conditional arc favotini-hle, after careful pre-' 
iirniiiarv eiujuiry and with proffer safeguards. This js 
not incninpatil>Je with the fKiIk-y of ^rclialhlitiition* 
consolufatuai a*ul jmpi'ovenienl tlial nlll liavc to be eon* 
tinned foi‘ stnne time. The domination (d' this policy over 
ffio inovemenL i 4 f^eiieRcial oiilv for a limited iiine* Fof 
the sufiervision uTld aifdit of iit'lv w>ciclics, an uiercase 

of fttafT wiTI ho n/i<'rOssarv,* hut in itie interests of The 

* * 

masses^ Provincial (huennucnls should not grudge the 
neecssurv adtlitinnal expefitfiiurc. - • * 

]J* Relations of the co-operative organization with 
other parts of the banking $jsteni«~We shall now turn 
to fclie rclcitious of the co-y|)erative orginu^/jliou wjtli the 
other pirfs of the banking Hvstein. Th^ credit societies 
bavo been olTering stioiigr coriijKgittion- to (he money¬ 
lenders iirul indigenous bunkers. The d(^v>sit rates of 
the latter are iripcdi the saTite as of t!ie*w'elb 

esfal)IiHhed eo-o|>erat(ve bj^nks, hut fbey cannot enjoy as 
much of [njldic confidence as,the banks winch *re under 
the prote.etifui of Govefmncnt. The coftipetition* has 
not, however, created any' ill-feeling ju’tweetr the tw’o* 
Mfiny^ indigeiipus bankers act treasurers, or di^rectors 
of c©-o]3erative Ifunks, keep a |)arti(Vi of their funfls on 
fixed deposit w*ith the barjts, and kec'p a }H)r(^on of th« 
\!ash balances of the latter in cuireut aceoulit with them- 
nelves* Thfe very existence of some of tlie banks has 
depended upon the support of tlie indigenous bankers. 
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The U.P. Cbriiniittee bus Migfjfested that <;o-operalni'K 
sliouhl tarefiillv -study the inathBclfi oJ rnonev-hi'ntlerH and 

■ ' L* ^ 

utilize hiMy'tiieir kiiow'lodgo and cxponence, 

Tlie various provincial 1 aikl oenhal cfi-o^wrative hanks 
get eiifth credit UTid overdT"itt faeilitiesi from tiie friipcrial 
Bank of India againsl (i(>vcrmnoiit and i^tliet' authorized 
securities, aUfl demand pnariiKsorv notes of borrowers and 
iiie evodii societies. The Ib'seive Hank gi\vs tliein the 
farility of rein it fai ice (>f funds Tor co-openitivo purposes 
free of charge, and for otlu'r purp<jses at irsniaH (diarge, 
between centres at wJudi if has ofticcs, and Hio Imj’ieriai 
Bank dors so l>ctween lyllier cent res wliere it hits 
braiarbes. 

We shall exsoiiine in Ohafitei^XlI, ^eelinn 4, the fnian- 
chit assist a net" wliitdi Hie 'HcM'rve ihnik of Ttidia is 
authorized to gne lo the pi'ovjneial etJ*<^pcrative lainks, 
the relation tjf ihe Ih^seive Hank wiHr ihese hunks and 
the Wfirk'lof the Agrit'iilliiral (‘redd H: (Hirlnuuit of the 
Reserve Hank. '' 

The activities o\' ifie eo-t^periKivo ^>anks dwd the coni- 
mercial hanks are m> far a/)art that at present there is 
litth> com fie tit'ion hrHween tlieno Allegatidtts juive, liovv- 
cvet\ been made that the birmer. on aee<nint of tlm 
prestige supfdied liy^ tlie .proti'etidh from (Miveniirnml, 
have bce.fi eofimtdiiig mifairh^with Ihe latter in attract- 
ing defiosits. 'J'lie rejiorfs of Hie l*rci\inciai (.’nmjiHttees 
show rhut the alltVations art' not justitied.’ The co¬ 
operative hanks as n rule *lo not idler higlior rates on 
dejKjsits Ihari the e(>mnH!rraal Ijanki.o Tlie Managing 
Gov^^rTlor of the Buperial Ikdik exfiressi'd the o])inftvi 
before tlfo t'entral {'omiriitl.ee Hint the co-ofjeralive biinkH 
should he n^stricted to cn-ofierative i)unkiiig , and sboiild 
not he |ierinitled to com pete with the jtdril-stoCk ljunks 
and^the indigUTious bankers by underbaking oMien bank¬ 
ing work, such as, iiu; ojwning of current accounts*, the 
'‘purchase* of drafts, and the ^ile of rennttances, on the 
ground that they had neitfiercthe kmmdedge, nor the 

Bombay and X^unjub ConmiUj^s BepenU, pp. !77*an!t 115. 
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org^LiiizatioTi, tha*^, were necessuiy for traiwcthig such 
business with siifetjt 

Co^>J>erato^s have strciiuousfy oppost*d this^ su^^f'eRtibn, 
and'the Central BanklnjJi Cri^niniittee bus witK 

them, and has reconi mended tbirt eo-o[)enif.ive instifcii- 
fcioas should* allow ^jedit on curierU accoiiiU *rul tdieque 
transactions wherever ’pVaoticable, and tha^* no ifewtiic- 
tions should*be inaced i^ii their rernittauce biisiness*' Tlief 
Assiiin (-oininittee lins suggosled tliattlhr pioviiicial and 
ceiUraf banks^sliould njake more use {j 1 the btff^er com- 
nicrcial buhks by doposilinf*' with Ihefn funds for which 
tljfcy have hn iininediato need, and tliaf viec rcmi tlie 
latter slionld lend to the /owner during the slack 

scasuTi, and the Ceidral tkmjjiudce lias supported tbi^ 
suggestion, 'rho Burma (^duunittce has .^uggesled that 
closer connectiofi Ijelweeii tlie two sluujld be* striven lor, 
and the Central (/onnnitlee has unpio\ed of this sue’i^es- 

i i ' ^ ^ * 

tion also. * ^ * 

Pi, Connection of thfe* co-oper^lve organizations wifli 
Governmetit.—-in addition th the ja-ovislou of a stalT of 
otheials under the fhovineuil Ca-(ipei utfve l>cpartnients 
to direct llie flu del ot tfie* Cfi-uperaliii^ institutioTis^ and 
to supervise and eiicouraga tlieir activities, Oovermneut 
has liolpod the riKvvcaietit.iiy giving inone\ grants or 
loHTiH (K;eusionally to ccrta’fi s^atielies oiv^ba'jiks, bt gua¬ 
ranteeing interest on long-term debenhires issued by 
particular l)itiiks, and by g^ivifig eejlain 'giyiev^Ll amoes- 
sioiis^ such as exemption from income-tax, stamp /lut-y 
and registration fdCs, free transfer t>f funds IVom c«e 
pA-o|>eratiA’o institution to*another PA- co-operative “pur' 
f)oses, fiTcdtau of lljo slu^res oj‘ interest o^ inefnljer^ in 
t!ie co-p[)eralive soiaeties from, liability to attachment by 
a Ciuurt decree, and ]Trior claim over oilier creditors in 
enfoipfng reco^^jry of their dues Irt cerlain cities.^ ‘More¬ 
over, Borne Provincial Ciovorninenla alj^^ance tagavi Joans^ 

# m 

*’ Roport, p. * 

^ Cf, iha KtfttAtrteni of Sir Jjalhiljliai SamalJuH. iloirLbarV,Committee 
Evidence, Vul, U, p. 0, i ^ 
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to ciiltivatofL, tlimugli tlie il^^ency primary cretlit 
s^jcietietf- 

The credit which ihe co-opomtive organization powiseKses 
in tlif inono\ market ik liirgely^^ue to its tJonnectioii witli 
GovernmenL but. the vKdct nature this c<mne.<iftion 

^ i 

has imwlieJO been explained. In theory Government Co- 
operative Departments are ies|Hms(i>le oply for the auditt 
HupervisioTi^ and propaganda, but ctualiy th^ reK[>ansihi- 
lity has been earri(vl Tiiutdi fur liter in >rf)mo cases. When 
the provini^ial bank in tlie tVntisil [Provinces HUs]jende<l 
payment during 1020-1, (4overninent gave fina.irial assis- 
tiince to a ninjoritv of IIjc (tth nil hanks in this province. 
The ml lapse of the Hnnna provincia] hank was pre- 
v-:^ntofl f<rr some fhne Iw an given by tlie Iiii- 

poriai Ibink urrder the gnarantee of (iovennuent, vvbi<‘li 
also ('(jritrihuted a large sum lu repay aif its d(‘j>ositors 
fully.' The lleng’al, Ihhar and C.f^. Governments gave 
grants to t.heir pr'ovirieial or I'entnil fuipkK for Jiiecting 
the losres iruanred in hnatu-ing r^jcietlT^'s during ttie J>e- 
pr'ession. Further, wane LhoviiuduU Gove r if men ts gave 
advances to tlieir prnvinrna) banks, wlieii tlie latter's 
rest)urL.es became insu/Vieienf to meet ihe^ jieeds of tUe 
societies, owing t.o the catashopliic I'all in tfio prices of 
agricLiltur'al produce, Tluj posilioa seems to he llial 
ordinarilv Giwemment doer not umJertake anv financial 
resfKJMsibibtv whir regaiYl to llie co-ofM^rative org'suiiza- 
lion, Iviit ilr^es so only in exccfitiomil cireiimHlances. Th(* 
f^cntral J^anktlig Gninnuttee has approved cd tfiis jHjIic-y, 
and has sugg sted that in tlie interest's of tlie tax])ayerK, 
and ^r) pi f>mnte seU'-helf) amopg the ro-iiporators, sii^jli 
aid should be given tompornily, with tlie cumeurrenee nV* 
the 'legislatures, and just snhiCiently to eiiuMe the co¬ 
operative organization to pass Mi rough a crisis, and that 
the aid should bo given through the provirjcial hanks.“ 
{^resent positjon of crf-operatlv^ land mortage 
tanks.—It lias beert explainedthefore that ihe co-operative 
credit societies are not suited to the sujiply of-long-tenQ' 

' t 

’ The had eventually to he takeTi into lin’iiiflatiuiiL in, 

Report, pp. 14i)-50. See al#) Buraia Committee Report, p. 186. 




credit to agricultrirists for tlie of fend*or costly 

af^ricuJtiiral apjliiarpcesj the ^niproven'asnt of Nddings, 
the repayment of past i]cbt, and (In^ redcrnptioTi of mort,- 
gaged land. (,‘onunenMal •f)nriks and indigenous bojikerti 
ulai) can not supply* such crcilil ^ocfiusc they cannot afford 
ici lock up their capit:^^ for long jx'riods, or* to recover 
their loans in s|^jull aiiiounts out of the eamiiigs’of the 
borrowers, *80011 crcf!^ can he supplied only b^y a R|jeeial 
iype of credy- inslifutionsj known as latid•mortgage banks, 
wliieh a IV Either co-opeialive. senn-eo-operative ^ or 
joint-stfX'k! 

'In HH:i4 fbore were IS, fiT, 21, il), JO, 4, o and ] 
land inorlgiige banks iu Madras, Mysore, C.f?,' 

and Berar, tlie Piiiijah, llfn^^al, Assam, lJ.P-,and Orissfi, 
wrt/i II working <'iipihj[ of 7H, 40,^ 15, 7, (f, 4, 2 


and 2 hikhs ivs[«t^ctively. AiilioiigJi all M Ua^tn have l>een 
registered iindei^ the (’(j" 0 |M?nLtivu Bocielies Act, strictly 
speaking, fliey iifc scnii-c^ij-oponitivc. Tliey are litnitcd 
iiiibility associatioT^s o^*:igrit‘ulti1nd boiTtmvrs, wjtl^ a 


few nonboiVowers #or ohialning ini Mai ca|>ita! and the 
business eafjueiiy thal is nmvssary for efficient inanage- 
niejtt. In somjo eases, jJTeinl>erH liavn U\ vontribfite to 


rlie share capital a certain pf'rccntage of tlieir borrow¬ 
ings, but gei 101 ally tlft:* sluirejyoldiiYI of cac/i ineml>er ia 
limited, and he bus a singjc note wlattcver*bc tho nuui- 
her 0/ shares that he liokis. Dividends dre restricted, 
and tlie aim is gradually to eliminate* tlic non^borniwing 
members, lint the work of these banks Tacks tim per- 
ROiml and human glernents which are If 10 main 
of co-operation, and rho inriistonce is, iiot cm the members* 
nniifiiia] knovvlorf^^c of, or control over, one nnotlier, but 
on the businesH capacity df the management for the pur¬ 
poses of the coi rect valuation tif security;, careful enquiries 
into Jsitles to Ijjiind, and rlu* eoi rect detenniii.ation the 
credit aird repaying capacity of the 4 jorrowers, ^ 

The working'{Capital 0 / ’tfiese hanks cousiMt^ of shart* 
ejipital, def)oait3| and de^jentures winch have been issued 
in some by themflelves, in other cases by* the pro¬ 

vincial co-operative banka ^or their benefit with a floating 
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cliarfft! inort^fages of laud, and the interest of which 
is gnarintecd, or ii portion of which iias been purchased, 
by (lovcriHfieiil in rioirio cases. In Madras and liombay, 
as it w'lis found that the Isk^cs of different debentures 
by a number of indopendeiU bunks lianifKU'ed their sne- 
cessfiil floatuHon, u IVovincial IjfiruUMortgage Bank has 
been estaldirJied to fiusmee priniaiy land nmrtgagc banks 
l>y centralised debeiffiiro issues, j)jid also to .ns]f)eet tiieir 
w’orkihg and in llieni iidvicv and het[h. Up to HOth 
Juin^ 104U, the ^"^hidnis Hank had f!oaCe<i debentures 
giiaraiueed by Goveriunotit *.o tlie exleni oj' lia. 
eroros juit? the noiufja\ fkink, )\s. 'Ih iaklis. 

' , Loans are givon luiUieHilx^rs on tfio mortgages of their 
lands up ro oO per (rnt of llieir value in some provinces, 
or up- to ^iO times the land revenue payable on them in 
others, jifto* asst^sshig t)u' vjilue of the l^.nds. and deter¬ 
mining t)ie nirmbors* title lo them, tlioir rigfit to alienate 
tliern, !.h(Tir need h>r Hie loans, and thejr repaying capa¬ 
city. hA maxinimri va^ving rniMi>]ls.'lKOlX> in Ha. J0,0(K) 
has been laid dtAui for the total <unount * that can be 
lent in this way ti> Individ uni morubers. The period of 
the loiiiis vaiies iip<to n niaxnoiun ol ^ or years 
in different provisoes, and ilie rate nf interest charged 
varies fjom (> to oer ceiU. Jh^navniejit of tlio loans 

r 1 

has lo be made nil her by l‘j|Uiil animal insfalments of 
prinoipaU Jiiiefesi lining calc.iilaled every year on the 
amount outstiir.diDg, or by equated annual instalments 
wdneh indliidb the |>riiicipal us \^ell as interest. Lnans 
have J)een given mainly for the redejnption of old debts 
aiid.Jiot for financing agricuttyrM iirLprovements, bccajise 
relief fnnm indebiedness Jo irH>ney-lermors has been the 
givlttest neeil of the cullivaU’jcs. The land mortgages 
obtained by the prim ary banks are a;ssignftd to the pro- 
vhicial I>anks as securjty for the loans advanced ,hy the 
latter. As in s^une^haTiks the managing commiReest were 
t,too free^ in gninfjng loans uto theinseUes and to their 
relatives, the grant of such loans has been either prohi- ^ 
bited altogether or subjected tl> restrictions4 Neverthe¬ 
less, the number of defaults ^as been appreciable owing 
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to bad harvests and iinpiudent loaiw. Sin^ 1943, how¬ 
ever, on aecouiit of ,ihc increase ifi the ^>uiehasLn^ power * 
in the hands of the farmers, tfioir demand for loans from 
tho*banks Im slackejied. , * • , * 

The Govern men fcs of Bombay 4i nd Madras liavcr f>ua- 
rantced tlie princyial arid iiiTercsr of the, debentiirea 
issued by tlie* Homb«^ and Madras rro^uncjaU Land 
Mortgage Jiank*. Jhit tlie Heserve Jhmk is not prepared 
to puieliaso tliem until they lieeoine^ easily ArarkctablCi 
AIL thiiL it iS fulled to do at ])i esent is to l<ecp in loucli 
witJi the hanks through its AgiicuUural Credit J)epart- 
JUeiilr and give ihein udvk'O. The ab^jve (hiveniiiieiits 
bayo also gi anted tln^ litmks exemytion In an stamp duty,, 
registration fees and iucGfne tax and d tem]>oraij- anouiil 
subsidy, ^riiey are ivfjr»‘scyted on (lie boifrds of tl^e a[jex 
Liunks Liy ilie Ij^egistrars and on the boi>?‘ds*t4 tlie primary 
banks by oominoos ol the Kegistrars* In addition to * 
primary l^aivks, ^iodividnals are'aJiowed to be<^nie shares 
bolders cif Lite a [it.* bAii]^ in ot'tlei to secure the confidence 
ol iiie jIlvo*^tlng fujdic a raj strict iidheri'iiee to husiiletii^ 
prinoijdes. To ]}reveiit dividend huTitjng, tlie liy-laws 
fijovidu Hiiit oiiedom th nf,Lhe net pi^hts mpst he credited 
t(i the reserve fund, and that the dividend must not 
exceed per cent. , 

14. Suggestions for organising knd woricing oo-opevA* 
ttv6 land moftgage banfts,““-lt Is flu*i tfiat co- 

Ofwrative hind mortgage haiiktog \s yet,in its infancy in* 
India. The piohlen* of supplying Jong^ko'rti credit to 
iigriculturists luis been eximlined carefully by tw« con¬ 
ferences of the Kftgistrars of (hiHifvenitive Societies, ^he 
iVgricuiltural <kumnission/und the [Provincial aijd Central * 
Jkmking Committees, awd all nf them a«e agreed' that 
such credit can he provided to small agriculturists most 
suitably through eo-operative land* mortgage banks, 
becijifst^ they Cannot secure credit except through’cTganU 
zations based pn mutual association* and Jhe cDllecti'^e 
* guarantee of their propertils mortgaged bu th^/ These 

* Bee ol the Ninth Conforence of the Pegittrara nf Co* 

oijer&tivo'&ocictioo in India, 1^6, pp. AjnctiUiiral Coiiiinisi^iotif, 

fc * k 
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autiioritieB h'lve, therefore;^ recoin men Jed that these 
Banks should be ref^istered under theapeniiive Socie¬ 


ties Acts.^ They siiould bo organixed only after careful 
elifjuiries, and their constitntiisi?i and ^working sluHjld be 
as simple as may be consistent witli adexjnate safeguards* 
Their area of opciationa should he fairjy Biinill, conaistent 
with coiiipettoit luanagonienL Their manugernent should 


kept entirely separate from ilujt of hwal credit Kocie- 
ties. For some vears, there should fa; a nominee of 


{Jovcrimjcjit on their ento mil toes of managihnent, except 
where the interests nf (lo^vvanjcnt and dedieiilUi’e-holders 


are adequiilcly Kidegnardj^d l>y tfie apf^anl nienfc of a 
*i‘Ustoo af cejdahle U\ < rovennnent. ''.I'lieir dividends 
irhould he restricted milil an uatc reserve lurid is 
buitt up. 

■ * ■ ^ b j p ■ 

Their woil.ing capital slu>uld he oidained licau I wo 
sniirees, share ('!i![Mlal and del>entiiro^. The liability 
of moriihorpi slsaild he linnlcd to the atuouJds actually 
borrowed bv tliern I'rniii tfu* li^oaks^^phis tlieir share 
inonev* The share ea[>irul -^niw hu* oldainvd in t\v<i 
w ays* Tlie mom hers may subscribe it before securing 
lojuis, therefjy. supplyiiig a gnod basis of security to the 
debenture.s tfjaf will be issued by tlie bunks later; or the 
share capital may he johtaiiicd gradiinlly by deducting a 
certain jmicentugc, not hW^tlran 5, of tlic hmns given to 
the members, thtroby increasing gnidually tlic horrawing 
'capacity (d the hanks also- To enable the banks to start 
wdth subslaiitihl rcsaurccs, the Provincial (jovernnienlrt 
shouldj w'hen^cr iiecesHurv, give tlicm interest-free 
advances on the coijdition thut^ (he a4vances are repaid 
out of the proceeds of deVnimes issued, ' * 

The greatei’" ]jart of their wmking capital Rhould be 
obtained bv issuing debentures. The value of oiitstand- 
ing dehentur^H should nQver exceed t!ie vahie of tliq out- 
fjtandin^ mortgages ^given by'the borniVers, oTt wliicb 
the debenture-holders would h^ve a floating charge* The 
best assistance that the Provinciajl Governments can givey 

f 

llcport^ pp*" And Botnbay» Bengal, Bprmg; and the 

" PnnjAb ConimitteftH Reportu^ pp, t>2, 3^, as ftud 4J respentivelj- 
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the baiikrt in tlje inwne of debq/iturea fs to giwimtftee the 
interest go Miem kyr tlie entire j^eriod of their curiicncy, 
and to' include them among tjiiKt seeiiritiesj -after adc- 
ijuate" arrangentcnts are m^dep by flie banjp for their 
redemption at regulaj’ intervals, The debentures should 
be issued, not by individual bjuiks, but bv # central 
institution in eaci^ piovili^e, which should bc*cal)ot) the 
LVivvinoiai .lj»nd Mortgage (’arfxiraliun* 'Ldieir actual 
sale, howevej'^ sliould be conducted bulb b\ the'cairpora- 
tion and the [ffiiuary banks* Ttie iaitor should uldain 
funds from the Joijuer against a Iransfin^ of their mort¬ 


gage Keciiriiifs, vvbicli would serve 


as till/ imis for the 


•debentures. Idie provij/cial co-opipative banks may 
finance the primary laud mortgage banks wilti long-term 
capital specially raised ))y tfj#' issue of dehcnfiues, only 
until tlie Provincial ismd Mortgage C*mpc>MitionB are 
^ cslablisheil in Iheir provinces, but not afterwards* 

Tim land riiort;^ige l>a?ik.s sliohld not be alkiw^ed to 
obtain dcfKisits like'*the «>-of>eratite credit iiistitu^jonw. 
To develop tilts Jiabit u\' thrill*, linwever, among the bor¬ 
rowers^ tlte banks may make them oontyilnite annuully 
a certain sum a jjnn ideut Tund* The haviks may be 
allowed after stmie. yeans to accept dc[>osirs for not leas 
than h vears, ajid to issue savings ^eeititicaies TJHvahle 
after 6, It) or 15 years, but dot, at present, lyiY*ause ,they 
will have to give most of flieir loans foi^ the first few^ 
years for long periods for tlic liquidatiot^ of edd debts, 
s(? it will be dangerous ff>r them to finance*t[itse loans 
with such de|w:isits and certificates of miieh shorter dara- 

* . • * * 

- •The amount and period of loans should he detti^irnned 

with due regard to tlie. ol)j(?ets for wdneh the>' are to be 


given and tlie repaying capacity of the borrowers. The 
amount of loans to individual members sliould he limited 
to a imaxitniKn of* Us, 5,0CH) for the ,present, until the 
banks obtain better experience, and th^ aniomit of loans 
should 3 iev«r exceed SO per cent of the TOlue of the 
mortgaged pn>perties, Tne rnaxinnnn i)6riod of loans 
should be^O years for the jjresent^ and may be extend^id ‘ 
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to 30 VeaPEs, if nereRsarv after tile’banks are Roundly 
estnWisfietL 3f the borLywers are Wso'members of credit 
, societies, Uicy should be c^umuUcd before loatis are given. 
fjO^ins hfuiuld not be giVetr for [)urposeR that are not 
econoniieidly [anfitable, ti> the liormwors. 'riiey should 
he given •principally for the redemption of the laud and 
Innises of figriculrnrists, the litpndatioiv of their old debts, 
the iinpif>vement of tluor lundi^iind roethfAls of cultiva¬ 
tion, fbe lioililiTtg Inujses, aiui the ]njridi!ise of laud 
in special cases only, in order to prcvcoi lajid specula¬ 
tion and indis<'i1tnHiHate ia)rrovviiig lor the pureluisc of 
land. 

Misupjjlied lo:uis -should be proniptly recalled. Tune- 
' tunldy in the lefMyiucTit of'^oaiis sliould be rigidly en¬ 
forced hy the banks. TlA- rcjTayTueut should bo by a 
systL'iii of ccpditod pa^oicnt^, therclj* amorti/Jog tlic 
loans within a detiiiite period. ''I'he iTistalrnents ?ieod not 
exf-i-ed tflio aniounls nsuallv naid hv bm'rowers to moivev- 
iendfc'rs in ihn sluq^o hf intcieMf alone. Fin- instiuice. ai^ 
erjiuitcd payment of 1*2 pcT'*'fcnt ol^^a loan dvery year will 
pnjvide for tht^regular puyuient of interest at 9 per cent, 
and'for a griutnab e^^in^'tioreof tJ)e piiiKfipal of ilio loan 
williin a jicriocf rjf years. A system of graduated 
pay men fs may be uitrodjaed. jf 'Ic^cal conditions need it, 
Hii AS to prtwide for cxAiia^tion by laiger iiistaliimiits, 
starting afl^;r*tlie invosUuent of the loan on tluj Ijiiid has 
begun to yield an increasing profit, 'f'he In-laws oi the 
banks slmufd cinisiwor the miiiingement to entorce that 
meViiod wtuch it may regard ns moi;e suitalde. 

Thest! fmnks sh(mlfl ho surntnarv power of rect^ver- 

ing their dues Ijy the hwechi.sure and sale of mortgaged 
pn^^erties ftdtlioai having Itf report fo the civil courts, 
subject to three safeguards, viz, first* tiuit the foreclosure 
jiiusf not b*^ resiated .hj until the dues l^ear a substantial 
proportion to thv value of tJie mortgaged * property; 
secoTidjftliMt the interests of the ntortgAgor must be pro¬ 
tected by pleverding any contfavenlion of the provisions 
of tho^UiviJ Procedure Code ivith regard'to the sale of 
the mortgaged jarrjj^rty; aii^ third^, that the'aggrieved _ 
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paity must be ilie to {jiie^>tion in tfie civil 

coufts the Oil:tion luinki^. H thev are not *'^ested 

With ttiia |K>wcr by speeiul lo^nj^laU<ai, tfu\v wiU Juive to 
hie miits in the civil toj' llie recuvejfy of tlieir 

(luea, and to renorl- to the elahta'iffe pj‘ovj?<jonf^ of the 
Transfer of Property, Aet and tl*c f.tiv'il J^rtKCrforc. C’ode 
for nlitainin;/ iuid'^^xeculljff^ inorlguf^e decrees.* Thij? will 
not only liaKiper tlieir^ ojficruI unis Init, hv [)rcventiii^ 
thoir debentures IVoni hein;^ a pofadarfc inul lufuid fonu 
of st‘eurity, \^^ll also liamjior tlieir etl'cals ir> ^obtain a 
isutlicient vvArkin;^ capital by issniii^^ debentures. 

H is also *iiccessary lo ainend tho TnscMvency Act in 
'order to greater protection to the hanks against^ 

avoidance of mortgage by' fche unsecured creditors of the* 
insolvent. Pint tier* it is ue^cftsarv to ajiumd tlio loand 
Alienation Acts ivliich prevail in tiu' Punjal^, and cer¬ 
tain of the tVntial Province}^, tlic Piiited ProvinceH 
and Centrally Ai^iiunisti'rcd Areas, and wliu-U restrict 
the sate or uioMgiiJJe o^«land in The iriteresr.s of jLhi^se 
who are c!asT;itii‘d :ei* agrieuknnsts, so as ii> give the 
above banks the right to take pos.sossion of land, ilircaigh 
foreclosure, on *lcfiHilt of Ihe 'fmyjueni'^or the*inslalmeiits 
of a loan and sell it. tootlier agricuhnrisls, ^rtie banks 
will not be able toobtani tlieir tvorkiyg c^afvhal by isRiiing 
debentures unless agriculturJiI iatuC wlii(di js i.he Jaisis 
of securitv for these debeiil imvs, vnn be'fwM'ly sold in 
bases of dohiult by tlie tiorrowers tJiC J>anks. Alore- 
over, tlie firevnlonce of lestrietions on tin* jl!ile*<ir mort¬ 


gage of the land of sonic inembcrs of the banks^ Tind 
theif absence with regard ty the land yf othcj^ niendwi's* 
wiir destroy that equaiily ol ,thu status of iii*;rnbei's, 
which friust be n fundamental feature of every co-opera- 
tivo institution. 


In its Statutory PeiKU't., the llej^n've liank has pointed 
out that •wing' to*the almost exclusiv;^ attention tliat is 
being paid by land mortga^^e banka fo tlie di^juidation | 
of,old debtw, they are running the risk of fhiding theni- 
eelvea ultimately in tlie same }X)sifcion as some of the 
credit aotheties, with their aaseta frozen. A cultivator 
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who iif liii^iilually rumun^ hi to debt- cannot be siaved 
jnej'e^^’ by the ^niTi\< of longer imtalnienhs' with lower 
ratcH of interefft* He ilnist be truined in the iii^e of 
money, and liis margin of profit muAt be increased/ The 
jnwnnt Kyntent of Aojiie hiinkj^ of .taking np debtors, 
without <* )nsitlei ing the/r filness, aijd kMiking" only to the 
socuvity olleivd by the in, iw *c>ppi>t4et} the true co- 
Of lenitive ideal, lixfierienee hii ,4 hIiowo tliat security of 
land proves nwi\ an cnibamiKsniont tlian (in as+Bct when 
it lias trv be roahsed on ii largo jfence even land 

iiiorlgngo luniks Pmst look more to tlie pavhjg capacity 
of the dehloi-s than 1o llu; lucre value of tlieir assets. 
Persons wliose dt;br.s*"aje lo be pmd by these banks should, 
therefore, lie ujude h) sei ve a'period of probation with a 
giioj'> fjriiiiary civtlil s{k'iel5, and ^^ven afiei' tlie banks 
have advaticed iiiein loans, they shoulTI continue lo he 
ineinberN of a inuitiple-pni pose MH'ietv, wliicli will ensure 
regular fc[):tynietd ol their instalpieiit^i h\ proffer super- 
\;i.'^ioK; of tlieir iiolivitu^s. Tlii>.'*^.o-ordination of ilic banks 
and credit socieMcs will Ihnielil rtie societies also, he- 

cause lliev will Ijc abk^ lo rcKlriet their loans inostlv 

1 ' 

foi* fnoeting^ tfic current oxplnises of cult^vatinji of their 
j numbers. 

Further, land nujrlgug-^ hai^ks should pay increasing 
atteirtioTi todhe sii])]dv olefin trice for Ihe iHJ]ir<iveineiit of 
iand, which' ^\huld lie perinanenlly [jeiiehcial lo the iigri- 
culluiistjj, as this'oTigfd ta be the main pui fioso of long¬ 
term loans raised on tiic security of land. The banks 
should sectne tJie help rif the P7ovhioia] Agricuituriif l>e- 
piij<.rncnN for propaganda aneducation of the cultiviitorw 
in tlift facilities otVered firuirieiug land iuiprovcinents, 
for assistance to cultivators in fpreparing suitable schemes 
for financing, tor exiunination of the technical asjiects of 
sclysi.'ics sKluiiiUcd, ahd for, inspectlop ftf proj^res^ after 
they .have been fht in hi operation J T^hc banks should 
also establish close contact all other agencies worjf-^ 

r 

the fltaUftory cjf tlie IleRcrvo Bank on Agricultural 

pp. 24-B. * 
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ing for the ecoDoriik; salvatioii^nf the Tillager^ an^ take 
part iG the work reconstiuctihn. * 

- KiiiaHy, the following iiniitaftons on the miccesR of 
fJiesti bfinkt? should not be l^st'yight'of » 

(1) They Ciirniol- take over all tht? debts of the cuFti- 
vators on account of tlic various Vesiticljons. nu'ntionod 
above, that they h*y,ve to *ili'ipoKe on tlie givnit of loain?, 

("2) 'Phey ci^n only diipinisli ihe burden of def>ts by 
taking tliein over and rcdiicjug Hie rate o|| iuler^sC. Tliey 
cannot re[iJove the burdcji, 

(-3) The transfer of def>tH to llic biiiik:i will not boncfil 
tfio ^dobfors rtiucfij unless lliev devein[j liusiness sense, 
Jearn to avoid unproductdebts and to practise thrift, 
and increase tlieiv producU\*(^ ca|Hicity, * 

L5. Suggestions for the organi 2 ation and* working of 
joint-stock land mortgage banks* —The d^rtTvincial and 
Central Hanking Couiniitiees niv tpf (jpinuni that llie long¬ 
term credit noi'ds ^A' the larger Ithul-owiiers ;uu\ others, 
wlio remain outside the ^ewperat ive*?iioveTiient, or cannot 
be served adefjiiately it, vw be sii]jplied suitably by 
the organizalion of jVmit-stoek land tnorlgage bankft, 
wimilar to tbofic^wlnch have ,^)l^)ved snccessluhin France, 
F.Cnglundj Ireland, Japan and Hgypt. Tlie tuicessity for 
such banks is speciiilty* great in liengal mid Ihliar in 
whicli, OH accoinit of tlie seen rjty of return ^atl'orde^ by 
the [wTmunent settlement of*Iand revenue,^arge amoiinta 
of capital have been invested in Zamindari, estates* The 
owners of these estates liave at present tti i^ita’in credit 
from money-lenders, indigo nous bankers, oi' h>an oflWs, 
on ryortgages at liigfi rates^of interest and under exacP* 
in^^onditions, oven if the credit is needed h^r dcvplojinig 
the estates, * • 

Provincial Clovernments slmuld active!v encourage the 
establishment of these banks, ant^ should help them to 
achieve aisccess by Supplying *a part of Jheir initial capttal 
and control-' Gtwernment cpntml, however, .Rhpnid be 
'gi^dually reduced by making all borrowers* siibsCTibe a 
certain fractidn of their borrowings to tlie share capital, 
and giving them a Voice in the management of the Ijanks- 

_ ^ ft 
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In adJMign to the share caijitul, tkeir funda sliouldi be 
obtaintjd by the is'?Ue of tfebontiire*?, tiie interest ort ivhieh 
slumld bo ^niJinititeed by Cjoveruiiieiit, and wliieh ebould. 
he iiiolud/?d in t!ut list v>l:' /rust securities, on tlie Siiine 
o(hidirioiis iLs tliose-ineiitkJiied before with ro^^ard to the 
dcbenltires of eo-opon^tive iiind inort^a^e banks, lioans 
shciuld b<^. ^ivon tcnos amtVonditin'ns similar to those 
niontioned iiofore in oonn'’‘ctioii witfi IIm} louns of co¬ 
operative )and niorl^^a^To banks. 

Jh. Debt conciliation and liquidation*-^'!jand niortga^ro 
hanks eau lie used hir debt ivrleinption milydjy those who 
Iklvc sujbeient landed serurily fo ulfei% aoJ who Iif;ve a 
suiUt'ioiit sui plus ipi'Oiue, loeotinf^ thoir expense's 

rif cultivationj \ul»sistence, .-ind oIbcT currejiit needs, to 
pay t\u*. iiriTUial iustabnonls of del)I mleiiij)tioji for a loni^ 
period, A'snhitaiilia} projKation uf a^«i<‘ul tori sis cannot 
fulfil these conditions, and liavcj Ibcreforo, boon unable, 
to use laml niojt^afre. l)iiuks Hir (bo redemption of their 
debts, Tlie dEUidoi' pro'^re.ssiu^ TSnd i^tnious deteriom- 
^i()n ill ibeh' eeomanio [visition,*aml of ^tlie ['rowill of 
disc(joteut aioofi^ tlieri:, lias been so ^reat that it has 
hee|i fu'cessjirs for l*rovjiici:il (loverruiicnts to initiate 
and devcluf) :l vigorous [policy of e)fectinf^ conciliation 
between debtors and creditors, aud scenrinfj a comjjosition 
of the dedds tn\ a*^volijflt!o v liasis. M:i7iv creditors, on 
account of \ht: dilficuliies ol recovery, would agree to sub¬ 
stantial I eductions in their claims, if they could be sui*e 

j 4 t 

of recei^infr the firuounts settled during a certain ptmod, 
wijhout ar.y further trouble to tliem. Attempts at- debt 
•i‘<>nciNation wert^ first made in pnris f)f the (Vutral. Pro¬ 
vinces^ the Ihinjab and lilhar on n unidemte scvale'^and 
with some. success. ’ I'his expt^rienta^ showed that for 
the KUt^-CKs of any sclierne of debt conciliation, an nrgani- 
isufciou must be'created, and that fiovernment and co- 
opGrtitive bred it societies must come forward to lielp the 
debtors. The O^ntral Banking Coniinittee, therefore, 
made the following recomiAendationn :— , / ' 

L 

' For a^'coiiintA rif jheH« »tteroptM rcee the Puajat ajud C.F, Coitl^ 

ujitteoH Reports* pp, 173-4 and 148 respectively* 

C t 
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(1) In each provh>ce special ofiicers j^hould b^^nppjiiitefl 

to induce creditors#and debtors*to to a redeirij^tion 

io! debtw in the form of equated ^^aymeiita spread over a 
l^eriod'of years, or of iintfiedia^c custi ]>aymeyt iii fjiirt 
and equated payments for the rent. * 

(2) The ofheers yhuuld explnin to the debtors /lie faci¬ 
lities provided by \h^ UrAfnous Ijouns Act and^tlie (iivil 
lYocedure Codp for casinj the burden uf debt; and con- 
ciliation bo^irds slumld be ap^Kiinted by, t ym-enifnent, if 
necessary, to liAp them. 

(eU 'L'he cJsh and equated payments ^ihoiild b*e made 
to the credito^^i by tbo debtors throu^rh co-operative socie¬ 
ties * which ilic la tier sljtftild join, sji tJiat tlie societies 
could meet their short-term and intenfiediate financial 
needs in future. « * ^ 

(4) To enable iiiniiediute cash payments to*he made In 
the extent insisled upon by tfie credifoi'S, Government 
sfunild <^iv4' adviunjes fn ttie societies, whiiOi wnpld pra- 
dually repay them fh^ socictic>^ were repaid by the 
debtors, • , * • 


(5) 'riie fK>rtif)!is ot' tfie sidtled sirnonnls nol paid to 
the crcflihns iupiicdiahdy trt crash shmdd he jcfjarded as 
by the credilors with tlie socielios, to be repaid 


to them jfitri witiv the annual inshdnients fixed for 

file debtors. * ' * 

(0) The annual instiihj^enls tf> he i>iiid hyjbe defitors 
j^hould he fixed oji ibe basis of their pay.capacity* after 


making a sufficient allowance foi- llieir expeiJ^et^of culti¬ 
vation and subsistence. ^ 


(7i Government Should help the societies if they 
salTered loss on ucconni ot defaults of (he hojTowVrs 
regarding the jwLyrnent of their auriual instalments, un¬ 
accompanied by any negligence or misinanageinent om 


the part of the societies. * 

(3) (I’liin schemef should be'put into fjfieratioii by niefme 
of an Act* if neoessary. * , * 

'Whenever the creditors did nut agree tu^a voluntary 
settlement ofi debts, they would have to bo eonipelied 
to accept ft settlement, and the Central Committed recoqi- 
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meiKltM for t^is purj> 0 Rer It alfw> supported 

tl»o v^'t'oriimeiidiition of t!io ConimisKbn UDd 

tlie (’ivll ■ Justice Cocoiuittre tJiat the case for pissing a 
simple Knnd Insdivency Act should be considered in 
every proviiioe, us* u^n'icultural debtors found it inost 
diiri(tult use I be complex ine(*li;ijiism of the prevailing 
Itisolv^mcr Act, whicli had boSii [>!isWd principally for 
tfie benefit id' the mereautile rlsjsses. On tlie other lutnd, 
for Mie jiist p7foteclion of tlie creditors, civil eoiiil.s should 
[>e rtvjiihed to deal more expeditiously Vitli insolvency 
(letitifuiw, and ^Ifoubl make olfieiiil nwivers /ItuI assignees 
take all pori>5blc slops to jrnlise assels and wind up 
biiTikruptcins wftfi I'ainimiJin dehiy, so as to miniinise the 
scope f<rr d eh tors to secrete* nr alienate their property, 
MoreoT<‘i% jlie odieials should seiaitinize tlie records of 
bankrupts'; to ebsure llutL the iicfuidalIrad not resulted 
from any culfailde action on flieir fiart, and should order 
proseeiTtion, if necessary.’ ^ / 

Sifr far the (JOAernhients atr/i IjCgislalures of tlie Cen- 
iVo^iiieeSj Punjab, IW^ngal, Madras and Assam have 
given eflect tf) tfiose recommeridal ions partially by pass* 
ing Debt Poiieiliation ActsT Ttiese Acts enijiower the 
JVoviiK'iul (jovennnenfs coTK'^^rned to set up a T)ebt Oon- 
cibutinn and'ffcttlefnenl (poard irt each district or a loeal 
areO' bir relieving agriculti;rists from indebtedness by 
amicable seJ.tieinents between them and their creditors, 
A debtor^ or any of his crcdiiors may af>ply to tlio T3oard 
to effect a setllenient, giving iKvrticulars of the claims 
^against tfie dobbir or tn favour of<the creditor, and of 
llic debtor's prujicrtv and irio.>me. The Poard then'A^lls 
up^ui tlie deiitor and each creditor to explain his case 
regarding eJudi debt, and enrteavonrs to induce thorn to 
arrive :it an amicable settlement, Tf no amicable sottlo- 
nu^it can J)e arrived ^at, tlip Board ^isnissos the appli¬ 
cation, The can do the same, if it'" does not 

consideri a settlement desirable or prnAicable, or if the 
applicant fails to pursue his application with due dili- 

y f 

/ C/, Madraa Committee Bcpoirt, u, 178 

. ^ I 
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j;jence, or ii the debtor*attcinptR to defraud Any c^mlkor' 
Each wettleiLLent, if airiv^d at, jH^redufted to writfrifijn 
„Lbe form of an a^^reeiuent and registered under the indiait 
Jtegistration Act, and then ta‘eilect* as if it ,vicre ii 
decree of a civil court. If <i debtor defaults in j>aying 
ioiy lunount amirdiiig to the agrecliiont, siidi ayioimt 
is recoverable as an Virrcar*f>f a public dciiiand qv lan«t 
rf'vonuo on the i^pplication the erecIito?\ Where the 
District Head finjls it irrc<'overahle in tbis^vv^v, it 'is re- 
f'ovcniblo as U a (h'cree of a civil t-ourt ba<l lieen prissed 
for its paynlent. When any creditor relV^s^^s to agree 
to an ^mu'able* sett lenient, the Ihiard may* grant the 
delJliir a cerliticate to ifiis effect, and if^tlic creditor sues 
-1 be debtor ijT a civil i'ourt allcv the latlta' bfts been given 
sneb a certificate, the court cannot allow tlie creditor any 
costs in the suit or t any into rest on I be rk4>t tiUer the 
d;^fce of the cert idea I c in excess of (> [>er cent })er uiinum. 
Any decree passed a civil court in a suit ioj the 
,recovery of any otbe?’ <li<)t*c?i4inot l:ie ciceculed until after 
the eK[>iry t>f thfe jperiod .fixed iu tlie above *agrocn lent. 

Tile Bengal Act has furtlier jirovided fhiU when the 

•tViard is satisfied ^liat tbi‘ debts'of an agricidtprist ar** 

such tliat tliov cannot be reduced to an iitnouni wliich 

■ 

lie will 1)0 able to repay within iiO vcai's, the l^ard may 
declare him to be insoivent, and either reduce bis delits 
^ lo such amounts as it t:onsiders*tbat lie cun rt^iay within 
*20 tears, or, if it dws not consider the I’f^dugtion of his 


debts to be desirable, direct tfio sale of all bis •property 
, and the utilization of its proceeds towards the payment* 
t4 his (Jebts. When tlfe Hoard reduces the delifs of an 
irTsoV^nt debtor* rt must s[iccjfv pi the order tJie ^sun* 
that he must f>ay eacJi year towards tlie Kcttl^ment of 
Ills reduced debta, provided that he is left as provisio!i 
for his majT)tenara.^^inilf of the surplus ^vliicl/remains from 
the Vftlutf of*the prodhee of his*land aftey paying to lii^f 
lindlord the current rent due for the lanfl* When the 
■Board directs the sale of an yisAvent’a projiertj*, it'must 
set_ asidg^ for hii# maintenance not more than oiic-fciiird 
of the land Field by him and exempt his dw'elling house 
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from sa|,<3. When tho property of* 
so|d or when he iTas pitSl all thc^sur 


the insolvent hiis been 
fixed by the Board, 
it Jtnisl. ^iVo fiitTj il ^(■ertifioatc of discharge* and he*jb 
then relcused IrcftLii all*de^d.s included in hiy or hia credi- 
'tors' )*p|ilicatiou* f The Act, however, lias laid down that 
ilie principal of nui debts due in respeel of arreaLs of 
rent naist not be reduced, *' * 

Deld- (^nneiiiation iioanfs have (jbtj^inetl substantial 
sinrcKH i>nb' the (’entral l.^rovinces, where more tJian 
oO were estafthshed by the (hD. (loveri.rnent- The debt^ 

H 

considered liVvilieni have i>eoii sealed dow^i to almost half 

I 

of the ori^iirjal ^^lainis, ujid ^mio of them have been 
disv)hed after linishiri;! Tneir task. I^fic number' of 
Boards in f)i< oilier pnjTiiU'es has been small, and their 
workm^y invoh'sd * friction and deiav. Moreover. 

inakin^^ ^rriin^yciiienis for the rcpayimnit of the settled 
debts lias alwa\s proved to he a difficult proldenn Gener¬ 
al Iv iriKtalnionts sravail over In to !;^f> veins have to be 
ariiin;>eiL (VediOfs wouldlaif/er roinissions aud 
•the work oi the i boards .would l^e more successful, if land 
niortf^jifte bjiTiks can be prevailed ufxiu tn advance th<^ 
e;itin^ xsetlled iniiount ►o^the (*reditors, and then to re¬ 
cover il in suitable jjistahnent-s frojii llie debtorsi. Some 
of the brovineial Governinoids utnv appreciate the hu- 
THu tanee <d this consifierat iom 

* B dI • 

More r^^'^enliv, IniweVer, for alVordin^f relief tu the 
indebted a^ynciilliiristH \v/io have been /lit fiaVd by tlie' 

■ ^4 ^ ... * 

♦.'(‘oiuxaio depression, some of the J*nw'mcial f Jovernnicnts 
Jiave preferred coiupulsiiry st^alin^ down of the debts to 
st::ahn^ [hcui down vohmtarilv l3V the method of cone?- 
"liiition, bcciinsb the latter depends upon the good''\Vill of 
tli(j creditors and, tluTcfore, often involves uncet'tainty, 
friction and delay. Tlie Madras (’oiigress Ministry was 
the first tf) enforce the principle of compulsion by get- 
th'e Mndras fjegiKhiture to ]xiss tlie JVIacfras Agii- 
cwltunytR’ Itelijf Act in 19*18, which dlstinguisliee bctweei.'i 
debti^ incurred before ihe^'Depression and those contra<Jted 
during it, Tt provides tbit debts incurred before 1st 
October 19t32 shall he scaled down as follows:^ 



DEBT COKClLlATIOtf 'AND LIQUIDATION 11^ 

• i ; 

(1) All interest ouktaTuHn^^ on 1st CJeloher ,10*3f 

be deemed to be discharged, and^mlytlie pj irieipal out* 
^itunding SjhalJ be deemed lo he tin? amount il^pay^ible by 
the agri^Liltiirist ou tbut dato*^ • ' ^ * 

(2) Whore an agrieylturist has paid-tuice llie unjomif 

of the principub the debt si mil he fleeined (o he ;tvfioIIy 
discd larged* V ' • 

(rJ) Whei'C suiris rv^>nid hill short of Ivnee the 
airiomit of tlie j^^rhuMpalj sufh aiiinuiit pjiLv us-\^oald 
jiUbke up tills nr sueh fxirfion of tiie prlneipal 

as is ouistcUulhig, wliiclie\er is smaller, jdmll be fvjaiy- 
able. * As rt'giinis fields iiuoirred al ter Isl Ortofu'i lOrJ^^ 
*it'provides lli-n liiey shall \fe sraled flown by f'lilcailiiiiiig 
interest at- o jjor vent siiufili" uitorest uf> ttj 1st Ajiril 
Furtiier, it lays down tijal. all cJebis w*aled down 
iiiid renmnuiig unpaid as utdl as tiow kjan-f ^^hall 
charged interest at not luoro tlmii (i[ per eetil simple 
i rite rest, fait that tlie IToviift-lal tifma'li merit inuv iix aii\ 
fjtbor rate IVoiii liiNe*n1 ^l’hi> A<*1 iweaiipts eo* 

■o|>erulrve so(detk>s and certain glasses of l>utiks friun ns 
operiitioii. Tin; Act gives relief to tenants^also liy ean- 
iCellijig all rent arj'ears except, l4iose of the previous^t^o 
years, ja’ovidod the lafUn iue [wud liefore Svpicrohrr 111*111. 
Pinally, the Act providtis for carieellation ^jf ^ales of 
movable oi‘ immovable profierly ftf tia? agricultorisiH, it 
such sales have been elVeclefi in (^xccnlioii nt dtrree^s 
after 1st* October T137* 'J^he eijffTCcment ot the Act 
has been left t(i the firdiuary Cfnn ts. * « * 

f)iie driiwliack (d tliis Act is that it has not prtjvidr^d 
*any rnaebinerv for jiftyiiig tlie creditors^ on behalf of 
thi\ rt^torst the debts sculocf down bv tlie courts, aifd 
recovering tJie auiouiits in .^msy iiistaliiunits, froiu tfie 
debtors* Althougli lliero arc manv land moilgage hunks 
in the Madras Presidency* creditorsmade by tlie 
•Act to receive payufents thitaigli tliem.^ AiuUber draw- 
■back is that the n^xiinum rate of intcr^t luidylown l>y 
tRo'Act ffij ,per cent) is too Ajw. It should*be Revised 
by Governmej>(i, as it restricts unduly the ;^upply at 
credit available to the agriculturists* On the other*hand* 
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it i*; stated Unit uiiscraputoim iBoneyJenders liave been 
evndin^f tliis Ic^rAl res?irielioti Jii /'ollueioii with needv 
IjotTdwjei’H. ' 

I'lie J^orribiiy ^V^ricwtfvr'al Uebtorn' lielief Act 
Vnifxjwors ttic (T/n'ernnieiU <)f lUnnbay to cstablisb ii, 
.Debt Adiustnicnt l?Aird bir jtfiv Jcx'a) area, Tlio iiwanls 
f/ such a BoEird are subject to to the District 

(^Hirt if the total aToouiit payable Holder the awards 
exceeds and lo court nf the First Class 

t^iib-Tud;(r it tlie :Uiioiint drien Tiot tsceed Es* 3,(XX), 
and The couri's decision is bind. Within L8 niontlis 
fniMi (he ^s(abbslt 1 Jle|lt ot a Hoard, iV debtor or bis 
crcdibn' make an a pfi I feat ion to tfic (Vaird Tor thn 

ndjushneiU ol tlie fonnetj’s debts, nnikinir a full and 
cornad sbUeTiunat cjf Hnsrl<‘hfs. Tlie A<‘t la\s down (liaf 

/ k 

every dciA* in n^spcfl <>!' wiiicli no a|>plirafioii for adjust¬ 
ment is made within 18 uundfis i>f tbe establishment of 
ibe BjMird, sball became void', unlrssjl^e Hoard is s^itisbcd 
(hat iiu' ^ 00(1 rea.yniis Hie ^yddi^jr had ra> opportunity 
of niakm^f mi uj^pheat ion*' I f auy dchtor^aiid his (‘reditcu's 
uiTj\'e at a settlcjootd in respond of aiyv debt, an a[>plic;L- 
tioTT- for recording it mtst be made \vd(biii a inotith to 
the Hoard, wliieli will record and eertifv it, il it is in 
the interests of fhn deldor ami is not intended bv defeat 
or delay Ihe (-reditors^ Tlie Hoard must then make an 
award in to”ms c>f the seflleineiit. If all the <?cbls due 
by a iieldor are unseen red, sueh debts as are found due 
must be scaled doAvn by the Hoard [>ro rata to the value 
nf the piuiii^j caij^ueity of ilie tlebtor, calculated by taking?' 
the difference between tfie secuterf debts atid 80 ppr cent 
(>f tfie value of tlie bniriovable jiropeitv on wbiciT'Mticb 
(b‘bls are .secured, filus cent f^f fbo value of the 

immovable property wbicb is not subject to the liabUity 
of the seciireft debty, plus 8b f>er cent of the value of 
otfub- asset^s of tile 'debtor. Tf all tlv^ d^ebts arfe 
secfired debts alVd are ino^e than 80 per cent of the value' 
of the property of tlie debtoi;, they must be scaled down 
by the Board pro rata to 80 per cent of value of t!ie 
,property, Tf the debts are both secured and unsecured* 
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iiinl if the t-otul auioiMit of the seeurei* dehtJ^* ys iix^re 
fluin BO fKjr cent of t4ie value of (lie j)t*o]ierty on whifh 
^swell debh'j are secured^ flie seciired\lebtK luus^t be*sealed 
tlowji pro rata to HO j»er cent vmIu^ of tlic jvi>iwViy 

on wliioh such debts urc stviired, uixl the unsoiMirod* 
t debts must he senled down to HO p'r ceui of tiie*valuc 
of the retnainin^ proflerty b^fonj^iu^ to ilie deblor, • 
b\jrtberj the *Vt bus do\^i; th;it I lie Board juusi lay 
down the irmhilrupnls in wliiel/ Ciudi def>t be*f)ai(l» 

and that the armtui! insliihueut- iriiisf not exeecd the 
(lobtor's annual* payin^i’ eapiieity. ascertained f>y deJluol- 
in^^ fi'otu his aifnual (tiooine tlie aiimmit luVicssarv bir 
Wie* Tiiainlcnaru e of hiins^df ^uul (lia defi(-ud<uits arid the 
•illnonnt be has In pay to (lowirmient, Indil aiittioritios 
and jesourco societies. Intercsl ds allowed at *jiot int>n^^ 
than ii [>{ir cent on*(iel>K Cfadjacled up b^ tbfi#ejid of 
Of; 18, and at not ijitue tfian 0 (iei‘ ('cnt on tlio.se <-oii- 
Tracleii later. If iIh^ eiedildrs ai^iVL^jn have the dchts 
scaled down rii liulfor Ihfi valwKMjf the iifimo\al){e pro]jerLy 
of the debtor and to accof)t, in Heu of the dShts, iionds 
issued bv ihe Biunhay Ihipvinciaf ('o-o[rtualIve fjaud 
^fort^fa^ic Hank a yd ^iiiiran tot'll 'by the Unvcrrunoiit 
Bouihay, and if the Ihuik agrees ta this arran^^oineut, tlie 


lh>ard must make such an* award, and ;jll Hie*suiiis due 

under the award made in favour ol'Jlic Bank an’ rectjver- 

# ^ * * 
able as nri;eiirs of laod revenue. The Board iwust Irans- 

rnit*cach award ti> tfie cpuijI, which must, ivi^dster it, if 


appeal is nneived or Un‘ afifK^ai is disini>me(h and 
registered award is esocutable us a decree of the* 
ffiiirt. ^Finally, if the fh^ird satisfied tiiat flu'^ paying 
capa^i^y of the debtor is inadequaU' to [lay liis defjfs as 
s(‘alod down, tlic lioard can drehrre biiti to lie •fin instd- 



vent. Tims, tlie Bornliav Act is free tVoni tlie drawbacks 
of the M;jdras Act. ^ * 

*Tbe Caitral LVoviiihos Relief of Indelilejdness Act 
pVoyidcfl for the .^a^tfation of Debt Ibdief' Ckmrlfi, w'hh 
appeajw to the Diatrict Fourts* in place <d' the "Debt 
Conciliation Boards jiruvided by tlie Act of 10B3, It 
proVides 30 per cent reduction in debts contracted ifp to 


t 
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(he*en(^ of 1025. 20 Tx;r cent reduction in those con- 

tnjeted from the be^hiAinfi of 192(j ii*p to the end of 1929, 
1.5 (>erv.fpnf in Jlioso fueurred durinpf 19^10, and'no reduc¬ 
tion* in^tl>ose intAined'‘from 1931. It linhtK the interest 
to {\ and 9 jMir eei)*t; on secured and .unsecured loans res[KH^ 
tivch. The 11,l\ !\^0'icnl(iirist Debt Itedemptlon Act 
((1939)/Hithori/.es tho cmirfs'^of lauy+to award a creditor 
ii not oxcpctiin^ twice IJie amount^ of the principal 

less ail the .iiriounts ret'cived hy hini previously in respect 
i>r (hat traiLsaction. 1 ts cider aijii is th reduce ctieclively 
tiie d'elus of cuKividovs, * 


CSMAl^TKU 1V‘' 


Rural Finance: Commercial Barks, Loan Offices, 

.Nidhis, C^hit FuUds and ©overnment Tagavi Loans 
- * '■ 

K CominerGial banks*—'The coinmen'iiU hanks uud the 
Ipipcrial^ Bank of India, do not linanci^ agriculturists, 
directly tn wns a[i|ucciable cxtcnl, because they are not 
ur;;aniiied fo deal with liiein. . Tlicv cannot kce[) them¬ 
selves in (*l<ise ft'an-li \vil!i the doin^^?. ol a^rieuliiirists: 
and lh(? iinv'naifHnic iialurb of the jnajonl v td' a;^j ieultunil 
Jioldin^is. and I lie slendei uess aud iiojt-lii|uidii y of the 
seeuriK khat a^^ricuHurists can otTer. also jirevoTit tlicin 
re^arihri” ag^riciiltnral frnanec as a [)art of their' 
general Imsmess, A few hanks. \iowevei\ especially the 
smaller caies, lAiui direct to liuidiordH and the mof? tuh- 
shin tail (mil I valors lo some exteul oji the pled^'c of 
fu’odnce, oriiumcjits, or f>tiier valuables, ijr oji iiiortgUf^^e 
at rates vaivitm he*ween and 9 per cent. The Im* 
jtefial Bank ha^s j‘ccently started <kniig lliu? siwne, anfi 
leinJing intthem on personal se^Mirity with at least 
two ghod fitiretieH at hor t per cent. The Central IJaiik- . 
ing (A)iiunittee has recomiriended ’ tintt ^tll these banks 
shouUl IffnJ liberally to agricultuiiets on the tieeerity of 
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fjrecioua metals, including'’ ornunientw, tins' w ilUbe 

fielpfnl 11^ saving theiw to*Home ex^rii ftoin the eintoJies 

njoney-reiulers. * ' 

Thene Umiks, esfieeinlly tlie, Imperial .Hank, Jina'nce 
iigrieiiltQro indirectly in;i larger extent tUroLigli iMcrchnnls' 
, and dealers. Agj^ienlturists, }lu\vcvn^ liavc fjl't.eii tii fiay 
liigti rates for sik'Ii iJldirect*f]nancf\ owing lr> tJie^ ijiler.. 
venLion fd intcnrjedmries. 'J'lns firiaticT taken Ifie form 
()f a<lvan(^es agaijisl pnuliice to af)[>joved tonniirshiori 
agoivt.K jjtid (loiiloiff at ti nr 7 pm' eeril; ut i\naneing tlie 
nifiVCTnent of ptKidum' from the mandis (uiarts^ ti* the 
consmmng ei^nUt’s, largidy f^y the pnrehase demand 
lirafis reproseiil iiig jaixhin/ desjaitehed f>v uj^prn\cd 
'ruslomers; anti (>1 tinaneir^g tlio uiovcnnont of pnnince 
from the rolleeririg oml res to Mm exjiorimg pr>rtrf fiy the 
jancliiisr; of rlraf't"' o» telegrapide Iraiisfers the 

jXirtn. 

*2. Loan offices,—[>oah olfif-es in ^ Bengal, and Nidhis 
,5111(1 (Miit PuikIs in Msnh'aS ^‘eupy 5tii*iiit(n'm<xliah> [ic^sr- 
tuin heUveeu iiif^i^enoiiK banker a rut modern* join t-sloA 
banks, Where:is in llie otlier provinet^K Ininkjng rlexcdofi- 
•nn?nt began in Mk’^ *sixt ies iuid HwMities of jIn* last^eentnry 
in the hnin of joint-stock eonmiereiiil bjinking, in Uengal 


it took I lie fiirm of la tut .inorlgttgt^ lain king, • ^.I'lu.- first 


lo;|]i ohice wsis 

retrlslered it rule!' 

^ ■ 

bimf managed hy 
ill the rural life 


lahlislied in ^L’he hmii filliees art' 

the Indian t’onipjinir's Act,-#;ire (iwiioif 
Bengalis, and play an important [jar't 
of BengiiL Tlieir niuaher Jnc^ tstsetl 


rapidly after the Wmdd War, and is at presen I ovt^^' 


1,000, ^'Tth total workiilg funds aiumintiiiM to abrnit Ks. 0 
ehnW* Their psiid-iifi capita? is^ generally small, and 
fiarely a stxno of tliem have lU farid-nfj <'4i)dliih of its. I 
Jakli or more. Tlie reserve funds of ihostj established 


jii recent year's are very small infield, They laive not 
iftsued a«y dehiniturifs, and d^|lelld ulniost m^tlrely 
deposits, largely from ttie mid rile ch^iRs [jt^puhitiom 
Tnlerest paid ou dejwsits variesVrom 4 per eeiit-on ^hort- 
tenn deposits 8 )>er miY on 7 years’ depa^iits, but 
usually, the maximuoi period of dejwits is 5 years. ^ 
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New loan offices, ow'ing t j keen competition with 
e.acii othei' and co-i^lenitive jnstitutioiiB, uwe touts to 
altraci depusits, a/nl fjjiy high lutef^, up \o Ja per oeut^ 
on' Thi^lr ni?iiu# business is to lend money to 

* ZiiiniIldars and theij' tenunt-oaltivatom against mortgage 
of land, pledge of ornaments, ur iverwoiuil security, often, 
■for ui^iroductive pm ^nmes/" TJiev/seldom finaiu'e trade 
or imluKtjy, But sonio theiii have trading depart- 
ineiiVs inr>^etepioying llieir funds prot^tnbly during slack 
}jeriods. 'riio older eompiiiiies cliai'gi\ from ly to 1ft ’|ier 
rent oil seciirvd hjans and higher rates mt iinsi^curcd ojies; 
the iiinci^rones eliurge from l:j to ]ah^ cent on secured 
loans itnd tif> to J I'i j>er (rn( on nnsefured ones* A larg^; 
proportaiM ot tlie h^aus of the latter are ujisocnred. In 
,Si)me casbs, rlie same |>:;rsoTis have borrowed money from 
three »neighbouring loan oflices onerely on ive^^scmal 
ser.-m vtv. 


Tltere is much a'ppreherision *ieg;irding llieir ability to 
withstaiui bad tildes, as j.li^ve aTi^ to<i many small offices 

* '■ n 

mid the\ (lave hurdlv l,uv rescrw fiiiifis. A mimbor of 


them failed dunng^ the recent economic depression, as 
their assets lie(“mie fiiv^en, 'The heavy hill iii land 


values was T'csficmsihle for tlit'^ Horrv plight 


of ma7iy loan 


olliees* Hecenl. delit relief ligislation lias also altected 
them advt'iselv. Tfi^ir growth, thereffirc, must lie regu¬ 
lated. ^J’he hes( way of sirengtlieunig them would be 
aiiKilgainatliar but tliov would have to amal^ariiate 
vohirftartiy, and earniot be couijieHod t<i do so, ^riio 
d'cntT'ul Banking^ t’omnifttee, after modifvijig tlie reconi- 
^meiidatioLis td the Beugjil (^omTnittee to H^imew extenv.* 
Jias riiade the'following reconmiendatiims * 


(It Tlt;^ !arg“cr and welKoKlablislied loan 


offices, wfiicb 


are rciilly carrying on joint-stiwk banking, should be 
Hubjeeted to the p^ivisions of the speciiil Baijk Act that 
Khe Cohiniitfee^ lias projitised for aM joint-sk^K^k* banka/ 
'fy) {)r}ier Irtdn offices should be negulated by pas.sin‘g 
a Berigat fjoan Offices Act- . y * 

(^1) AH of tlieni should fce pmliibitei^ under this Act 
Jrom e/mibining trade wdth bankings i!nd ^fronu; deafing 
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in reui properties! otli^;r than tlioKe whiclj eom/ into^tJseir 
possession in the of tfu(ir biffiiness. * 

, (4) N<ftw offices estfihlisliej iinSor the Acl nipst have 

niiniiTLilrn paid-up and capitals tif Hh. 

and Us. 50,000 respectively and a finbweribed capital At 
least half of their authorized capifit). ^ 

(5) Tlie existiiij^\ fmviiiti u snialle?" iwihUup 

capital, must dejKisit vvitii (loverjinient, securities of a 
value C(|ua[ ttj’the difference hetwi^en *2r>,fy)0 nml 

their paid-up eapilal. 

(61 Thev u'^ist. carry tfj the reserve fund at. leant*10 per 
cerd yf their p.*(>fds, nn<l must not [^y a (lividend nf more 
than 10 per cent unless 25 jku' cent of the pinilts are 
carried to the reserve funcl.^ 

(7) Tlie reserve fund should ,he invesled iif |>cist oflice. 
i^tviiifTs lianks iind jk>s(;iI t'sisli ceil (heal es; for !ojin offices 
the inaxiininn luddin^; in the" laMer sfjoulti 1 h‘ raised lr<an 
l?s. 10.000 to 1 ts, 20/l(Kl; Tnid the •surplus should lie in¬ 
vested in trust ficcurit^o^t. ^ ^ 

(H) Tliev slanilil he pmfiihit^'d IVfun niakhi^ advances^ 
ap^ahist fheir ov\ n shines. 

(0) Their halance-slicels slujuld i^ivc more detailed iu- 
lorn Lilt loTi. 

(to) Audi bus should ineligible ti> inuVt tlieir ac¬ 
counts, if tfiey are iuterested in idiy w?iy in llie niiina^'e- 
Nient of the offi<te.s, or in ant coricerns tfu'/ liuve hfnm 
financed'by the offices. 

(JJ) All loan offices should bo J^iven 5 yen t>xTo. comply 
with the provisions of the special Bank Act or the Lnfjiii 
Officer *Act. * 

* U@*.\ ft|)ecial oflicer slatuld he a|^juinlcd by tfle 

J^etlftal Ciovernmonf to sutyM’vise and pudfj tfic loan 
offices sympatlieticully. * 

Mr. N. R. Sarkar, a meniboi' of fl\p Central (‘ornmittoe, 
d'epreseiitfnt^ the Federation Tridian Ofuinjher'j^ of 
merce and Tndustr^y, has stated iti a siypuj-ate note iluit 

a» many loan offices as possihloshould take to eomAiercia] 

/ 

’ Centm! KepoH, pp. lOS-7 aiuL Coniiriittce 

Beport,|pp. 
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but t!iy.t they would find, it difficult to do so* 
on ^acooJnt of tht? fuct^tbut a pro}K)rtit>ii of their 

funds l^ive * become nforc or less frozen» \ih they have, 
becji'lent on Hie*'security^ of land, which is difficult to 
sbll, especially in a period of depression. lie has, there-^ 
fore, R^i^^^'esled that Ooverriinent should hike tile initiative 
inrostabjisliinfr ;t Loan Officefs' Fman/uriff Cor|)orotiou, m 
an apex institution, which would lend funds to the loan 
offices v>ri tly? security of their assets. 

The (Vu poration should start wilh a *>:iid-ijp capital of 
Ks* o*Iak]is ciont.rihutcd mainly hv the loan offices them- 

I p 

selves, and ^partly by iudivtdiuil siibscnlxu's. The Cor¬ 
poration sljould issue deberitores rd 20 times tlte anioiriit^ 
of its ClLfULul OU the SCCUIfit v f)f f ho tlSSOtS of thc loiin ' 
offices, (hivernment should fiupena.se the issno of the 
debenhii:c^. jvjrchiis^' ii fHirticm of ttuun, and sii|)ervifiO 
the workin;,^ of tfio Corporalitui, lU initial eapllal should 
bo increased j^radually bv (^ontributionH of 5 f>cr cent of 
the amounts fiaid tc tbe louiy^ffic^s out of the realisation 
td the debefiture issues,,and fu^thei’ debentures may be 
iasvied ialer., The CorjMirut ron slum Id also induce the 
!o^n offices to re-or^anixe^ their business, and to carry, 
out amalf^amations. 

Those loan offic^Sj that firefet;to foutiiiue their existinfr 
business of le?idin-^ n\\ the seciiritv of land, should be 
made to for tbe juu-fwlse lon^^-tertii dei>osi(s only^ or 
the proceeds of lon^-lorm debentures; or they should d>6 ■ 
made fra j^dn the i^n>vincial Land Mort^af^n Corpu’atlon, 
v^hieb the (Central Bankinf^ Committee has projx^sed.* 
Finally, IoihJi offices too snifill to ed,ne under the proposerl 
fjoan Offices Aht should ifft estafdisbed on the lifT^^i^ o^ 
the Friendly Societies and Puildiu^r Rocietres of Rn^jland, 
tile F.R.A., and tbe British Dominions, The Central 
Banking Committee commended tliese proposate of 
Mf, Sarkar to Jlie considtrution of *tli*e Bengal'Go vehi*' 
inent and Le};,4dtitiire, which, however, have not givei> 
effect *to a^ny of the abov^.recomntendatbnijj of the (kttn- 
mittee on Mr, Sarkar* * . 

^3. jfidhlfl and Chit Funds*—Nidhis^we^e orjgipally 
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started in ttie MadrasTlVesIdeiicy as mutual loan^societiefi 
from the inrddle of the last contiW, biit iu the course of 
time they have develajied into seini-hunkin^ ^nst^utiorm. 
There are at present of fjtetii, nil’ regisierod iinder 
the Indian Coiiipanie;^ Act, 5 as banl<i=i, and the rest o’s 
Nidhis* They receive ^deposits iit* tJic Jbiin eiUier of 
dojK)«itH pnjpcr, ortof wj(1?drawahle sliarv capfiyil paid 
in nionildy instalment.j. ^pieir hital paid-up capital is 
about lis* crofes, at^d de|K}siTs mul reseavearinids* iihout 
Jlw. IjJ crores. ’^fhoir funriioiis are to fn'fnmito sayiuf^s. 
to relieve mejri1)ers fuun old debts, to deliver them from 


usury; and to {V[ve them kKins l\vr all purfuyses on j^tKid 
nsefiurity. fjoans are ^'iven i^VeiL to cjufcsiders, if tlie Nidbis 
liave spare funds. The receipt of deposits is seldom a 
primary funetion, as funds areMiblnined nuiiidy in Ihe 
form cjf wlnire faf>ila).' 'flie Kidliis usuiillv lend at ]m\' 
riites, i\\ per cent being a common late, but tliev charge 
liigh rates on (ivercbije atriounts, and these yield u.j large 
portitui of Lhcir jM’ofits:* A^fronllng li> the Madras Cogj- 
iinttee, many o! thenj very w^dl managed* but iho 
Jiiiinagennnit of sonic is most defective, 

('bit Funds arc.loose organWtions of u small nuniber 
fif fiersons ti> promote wiviTigs and U> lend money to 
jrmnibers. 'I'fiey exist in the Mad pis rvesideiTcy, and til- 
though their exact nmnbor ru)( known, ib must he 
several tl;ousands. A nunil?er of pcj'soiis agrlF'c to mak^ 
[>eriodical paynients to one of thernseJ\^‘s,* who is the 
j>mmater of the (liit, and vvlio appropriates the first col¬ 
lection hrs remunerjition. J^ch Hueeessive collcctioA 
Is giypii to one of the incmVcrR ac(‘ordtng to differej>t 
mefliodi^, the siiuplest being to give it to tlm members 
ia mfcatioii, tbe order being decided by lois.^ Wliile some 
of these funds are profierly managed, many of them are 
mikmanaged by the pronioteri^ stnne of whom,are nn^ 

iifcrupulo&H and resort even to fraud* Some of them ^re 

■■ ■ 

* ) , * 

^ Madras GfOnaiiUc'C Bu|>ort,^)p. dH* 

^ For an aocoitnt^of ihctju methods, ^ee Madras Keport, 

n, im. . « 
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hardly better thsin lotterieH, Jiiid a7){>eal in *the mafin to 
the^,fTaniblijig tendeneie^-' of the menThers. 

For the regulatiojk "of Nidbijn and Chit Fdricls the 
Central Committed hiiH made tlie lollowing recontfnegda- 
tions :— . ' 

(1) TJhofM^ which have become full-fledged banks shoiriil 
be- registered under the Bank Aet^-that at has recom¬ 
mended* if they so desire. 

('2) fathers, sljould be brought under a special Act to 
be called the 'Nidhis and Chit Funds 

(3) rhose which prefer registration nnJer the Bank 
Act TTiust carry tnU fully its [provisions, w'hich W'oiild not 
permit the withdrawal of any" portion of the share capital 
without the pe.7uissiciu of (he High Court. 

As regards the Nidfiis anti Chit Funds to be registered 
under thf^ profK>sed Nidlris and (‘hit F.nnds A(‘1, the Com¬ 
mittee has made the following lecomruendutious 

(J) Nidhis shtujJd he allnvcrd obtain withdrawable 
share ea]>itaU !md t > lend fiujd^ r.a {lie security their 
share capilal as at present and, if they'do this, should 
i>c prohibited from obtaining de|>nsits or loans from out- 
sidfirs. 

(2) They slioiild ho jjpiinitted to have share capital 
paid up in .a number of snuilLinslalmenis without the 
inrtial pciyinent of a cei'hiin pereeiitage. 

(3) The Igibilitv of fheir iriembers should be limitoV 
t(p the iLinoutit paid or in arrears hi respect of sHarea and 
should en/ with the withdrawal of capitah 

,i(4) They should not f>e allowed to engage in trade, 

(51 Their halance-slieeis should be pi'operly 'audited 
and published, * ' 

ffll Kacb C^lut FuTid slmuhl be separately registered, 

(7) iTonmters of Chit Funds should be licensed .ijod 
should possess some,property qualificiition.* 
ttSucIi contrtJ may put an end to some Af the f'llif Fuhds, 
butdhis is no reason for not taking acttion to check their ^ 
malpractices and to prorntT^e their benefits^, , 

* Bee Central ComiTiittee Beport, pp. l^)9-^!00 ^jjtnd M&drae Co<p- 
'Report, p, 319, . ' i i 
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These reo6ininenditions also have riot been ^gjvenv.ffect 
to, ^ ,, 

4, Qtfvemment TagaYl Loans. —The States provides 
financial assistance to agricHltiinsts tlirough ^fie Land 
Improvement Loans Act of 1,883 and tlie Agrioiilturists 
Loans Act of 1884, Under the former Act, long-term 
loans for permanent improvements on land, fiucU as vtella 
and embankmt^nts, are g!;;inted, while under tlic latter, 
short-term loiiijs for current agricultural^ needs, 'such as 
the purchase oilseed, cattle^ manure, implements, etc., 
are granted. ' But the Provincial Gover^imients have no 
well-planned jK>Ucy of ijroraoting agricultural improven 
rficnts by the grant of sue!]* loans, which are called Takavi 
or Tagavi loans, and the r,^sigtaTice given by them so 
far by these means is a small part of the finance nee/J^d 
by iigricultufists, 'The loans given by all the TProvincial 
Governments under tlie Land Improvement fjoans Act 
and AgriciilturistH^Tjoiina Act amount to about, Rs. 35 
and fiO laklis respectively G^ch year, Tbc rate of int^r^^'t 
charged on tliem is 0 'per cent. The loans under the 
former Act are in practice restricted to 20 years or less, 
although tlie Act allows a jrjiximurri periml of 35 years. 
The loartR under tlie latter Act have to be repaid usually 
at the next main harvest, or after tjvo mtiin harvests, 
A longer period is allowed wher? special loans arc given 
for the ^purchase of seed for 'ihe relief of diatress* 

‘In addition to the serious inadequacy o£ the amount, 
this systern of State loans is defective in other respects 
also. Its administration is inelastic, and difficult to 
supervise. Complaints are f^requently giadc of delay ,pn 
the part of Governmeiit in dealings with nppiications for 
loans, of the levy of illegal gratificatjon.s by subordinate 
affinals thn^ugh wlioni loans are given and repayments 
sif9 ^ccqiyod, and of rigidity and unlhirness in realisations. 
Moreover, these loans are apt to be regarded by cultivators 
as windfalls, and^so, instead of exercising any e#Jucative, 
influence upon their character, they are apt to discourage 
thrift and Belfehelp without which there can be no real 
inprqyeraetit tt\ the condition of the cultivatorB, f Finally, 



130 


i 


BANKING IN INDIA 


tlie IiftciJitiek available, and efipecialiy the procedure to 
be fci^owed, are noi widely knoTOi to the public. The 
Afi'ricultiiral (VurinUKsion expressed the opinion that the 
workin^f t^f the two Aet3'waw saIiwhietory on t!ie whole, 
but thirt opinion not shared by other authorities, in- 
eluding' Ahe Provincial and (Vutrul liankinf^ tjoiumittees. 

AlthotKdi it js true that the executive authority in a 
district, liowever capable, caiuiot satisfactorily perform 
the dul^ of financinff agricultural improvejnents within 
its jurisdiction, owing to ilie fact that llic duty pntiH^rly 
belongs to sjxh-uU <Todit iiistifuthuis, tlie Ih'ovincial and 
(Vntrnl liankjug Com mitt res luive stated t'xiat luuch can 
be dmic to cliinniate tiiO ilefectH in tfje uduiinisLration of 
the Acts, afid tf> unprovo and extend tlie benefits available 
to the eidtJ\afors under them. Accordiu"h, they have 
made the following sug^esrinns * 

(H Provincial (invci‘nnietits should take special steps 
to reduce the delay m dealing witli kvm ujjplications, as 
tile advatiees iosi' u great pa^■tl^iJ their value, if they arc 
Mot given at Mie proper tbne. They shmlld be given in 
the cm I lest stages of ;i fuirune to put lieari into the i‘ul- 
tivalors and to give them moral strength. 

fli) Special steps should be taken to ininimiKe tlie 5?eope 
for illegal gratifrcafaui, and the disfrilmlrng othceifr should 
Ijc of standing and sljould watch for msfances of ex^lctions, 

(tl) If (hj^'ernnicnt resources aix^ iiiadt‘(|iiutc, larger 
Joans shtnild lie given to a smaller number of cultivators, 
whose irectM an' tho greatest, so that tJieir needs can be 
rrittl more or less fully, 

f4) Tilt rate td loanti pcrjicre should be higher,, so as 

to make ft unnecessary for the re<*ipicnts to resort U) 

rnonev-lenders, ^ 

% 

(5) Loans for irnprovetnentM should he given for a 
period of years, and Jheir repayment should be irtsi&ted 
ujibn in a short period only when tht' amount is sniall,' 
or the improvenicnts carried out are very temporary. 

(6) f^usfyCTii^ions or remif^doijs should be given liberally 
in cases of real necessity, such us failurew empR. Dates 

rei>dfyi\iout should be determined withplue'conapdera- 
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tion of the harvest tiioe, and Imiiifl advajfceti^ for* the 
purchase of cattle, or in tin^s of, tiistressj should be 
made payable in hnorc than aVmfjlc tTtstalmcnt, * 

(7) *The facility of these loinvi und,tho procedui^e to be 

followed for securing them Miould be made idorc widely 
known to the cultivators. * 

(8) Loans undcf the Agricultural Jjoaus Act should be 

generally given for the relief of distress only, aft Oovern- 
inent cannot .lupply the Entire requiremcnU of^tlie agri¬ 
culturists, and^jis sf>oradic eifoi'ts to supjTly'a |Kirt of them 
cannot succfjcd. l^iit in backward areas, in which co¬ 
operative creilit societic!:^ cannot succeed,,and in those 
^hich are specially UabL to the failure of rains, the 
facilities inulnr this Act fthould be mhde, available to the- 
cultivators more freely. t ' 

(0) The grant of advances under botJi tliCiActs sli^>uld 
not be a substitulc for help for famine relief. 

(10) (Jo-operativc sfjcieties may be used as mere agoTits 
for the distributiitt) yf ifhese advanj;jeR, Imt the^f sliould 
not be made rpsjxjnsible tor watching the ^^iroper ap[diear 
tion of the loans or forHlieir recovery. 

(11) A definite pdicy of oxgmining and suggesting to 
the cultivators ilgricuUural ilnprovcmeilts* anti of faniine 
protection* similar to that which is being fojlowed in the 
Bijapur Ilistrict of the'Bombay Pre^^idency,^ should be 
adopted elsewhere, witli stjiturtle agenciej ^for adfrice, 
guidance and supervision, 

(12) In order to provide fTOverornent with fjieinforma¬ 
tion that it requires to pursue a progressive and constnic- 
tive agricultural policy, a Provincial ISoard of Economic- 
Enri^dry, similar to the Punjab Borml of^ Economic 
Enquiry, should bo estahlishfd iit eac*h provinje to collect, 
correlate and ivnalyae all the economic factors affecting 
agriculturists, and to present the j;^Gsulte* hf its enquiries 
in a cqpvenient fo:m to those Government departm^nis, 
which are concerned with the promoti^yi of the welfare 
of the agriculturists* The Punjab Board is % noa-official' 

For details Bombay Committee B«port, p. 8d. 
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bodj' eoi-flis't^ng of cflicials and non-officiala interested in 
rural dconciriiics, abd is financed by*im annual Govern¬ 
ment ^^gfant, * 

Several' Provincial Governments have realised tho 
necessity of improving the administraticui of tagavi loans, 
and have issued inpfiructioi’is for making the procedure 
less rigid', reducing the delay in dealing with applications 
for loans ^removing corruption, using tib-()i>erative agency 
for the distribution of some of the loans, aiid making this 
facility better' kijown to the cultivators, ^ In the U,P- 
and Madras, amending Acts were [>aRse'?l in JtK)4 and 
19^5 to enaldc the grant of loans for tlie redemption of 
old debts. 


, . CHAP! Eli Y , 
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Financial ne^s of Non-Agricultarists 

Nature of thei# tieedB*- -^In fins cha}>tor we shall 
consider brie Ay the financial ncells of professional njtm 
^nd salaried seWants bolon ing to the middle cliiss, sJtiail 
traders and*shopkeepers, sma'll contractors., and industrial 
and ntlier labourers, leaving to later chapters the needs 
of mdustries'*and Irrger ,triidorK (Engaged in internal and 
foreign trade, ■ , 

Men belorfi^ing to the niuldte class need credit for 
making a in di/forent professions and occupations, 

Srnall tradfe'rs and sliopkeepers need it for carrying on 
thelir operations, and sinall contractors for carrying out 
thrir conimcta, ,ln addifciop, all oV them and sai^ried 
servants require it for the acquisition of houses and oth'fer 
tangible astiets, and for special domestic expenditure 
necessitated by births, marriugea, deaths, sickness and 
uneipploylent * Industrial and other labourers also need 
it for similar dolnestic exi>enditure* AH of ^herti have 
to obtain 'll front money-lenders, and have to pay thenci 
high rates hf interest, especially if the'security offered 
is personal: 
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2 . Su^estlons for the organization anS^woriiing of 

oo-operatlvo urban banks.— Provincial and Central 
Banking Committees and the Poreign Ex^jc^^s liave 
expr^!?sed the opinion thai c6-operiitive credit societies 
of the Sohultzc-Belit/sch type* kiif)wn as urban banks, 
are the most suitable credit agencios for nil ^icse non- 
agriculturists. The sco^xi for, and need of, c&-apefative 
urban banking are much greater in India than in Western 
countries, as ithe only form of orgunisied bunlfing that 
can be cstabflsbed in taluka and bazjiar townw is co- 
oi>eratJve bdnks, owing to the diflficulty of establishing 
braticliCR of*the ImperiaJ Bank or joint-stock banks m 
‘finch places and making them pay.^ ' At^prosent the num-^ 
ber of urban banks in thrf country is small, viz. 7,172' 
The above authorities liave, therefore, rcconvnionded *that 
they shoutd be fistHblislied in larger numbers wherever 
favounible eoiiditionfi exist, and that they should endea- 
voui' to do for Iheao ^lon-agriculturists what the com¬ 
mercial banks have been floing lor the larger traders aiid 
merchants* * ' * 

j 

The size of their o^ienitionft slmuld be large, coimij^tcnt^ 
with eiheient InaEutgement* Although the co-operative 
law gives thorn the option between limited rfind unlimited 
liability, the liability of their minibo^s should he bmited, 
as close mutual toucli aiiiong tlic latter is difficult owning 
lt> scattered and oxlensivo oieiribership,^aud as their share 
capital would be siiflicient to serve as a giiariwtdf; for bor¬ 
rowing. A substantial share capital should be raised 
in easy monthly or periodical instalments. The liability 
bfiuij limited, the fihares need jiot be fully p;iid-up, and 
members may be made hike up a reserve liability 
up to twice the subscribed share capital, in order to pro¬ 
vide a safeguard to creditors in >iise of failm^e, and to 
increafe* t);ie coiffidencc of Ibh invewtiTj|y public. To jTre- 
vent the domination of a few men, mflividual subscript 
tions have been Siiriited b^ liiiv, and to prevt^ht dividend- 


' Sep !^d Punjab CcdcmitteeH Heporta, pp. iOl 
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hunting and '^to build up substantia! reserves, dividends 
have, ,jn inost provinces,^een limited.- 

TJie other inain source of the funds of these institutions 
should be defwsifcs from n^einberfl and non-memhers 
whose thrift should be encouraged by establishing sayings 
bank dejurUnents and jirovident fund deposits, under 
whic^Ii mejpbem would undertake to" deposit certain fixed 
sums periodically. Further, the co-operative central 
banks should EerT:o as financing agencies and balancing 
centres for them as far as possilde. If,** fiowcver, the 
former ha]jpen to be less strong than the latter, or un¬ 
able to satisfy their special needs, the latUr should be 
allowed to have dim-t dealfJigs witli the provincial co¬ 
operative hank. As these urban bunks depend largely 
upop do|X)sits, for their ov’^n sufety as well as that of 
the whole organization, they sliouhl kerp adequate fluid 
resources in the shafve of easily realisable investments, or 
cash balances with the* centraror pro^ncial bank, from 
which they obtain dricoutit, tvdisaaint, or other crcclit 
facilities, so to he able to meet witlidrawuls of dej)Osits 
without difTicultv. 

dj 

Owing to the substantial scale of tlieir operations, they 
need paid establishments. Their managers must be 
qualified persons trained in banking because, although 
there is not, much need for external supervision, owing 
to the fact Xkiit the members and the nuuiaglng conj- 
mittees cotrsist of,educfited perwms, the members cannot 
have thef sAme interest in these mstitutiona that the 
rnembers of agricultural credit sixaeties can have in their 
Roc.^tics. They should be f'>erinitted* to conduct all k!ndrt 
of modern advanced banking business to supply the li&eds 
of their members, such as * opening current accounts, 
granting cash credits, dealing in cheques, collecting and 
discounting inland bills, clearing, and remittance busi- 
nete. With the approval of'the Jlegistrar of CQrOpcraiive • 
Scjcieties, ,thcy may be allowed to hai^e accounts with 
commercial banks, speciallyf;o facilitate their discounting, 
clearing, and remittance business, 
f Loaiia to members should not be given Jjr long tnime, 
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, * * 
but if the banks have funds, Uiey* grant 

intermediate loans up to half their sbkre v^apital and 
reserves and three-fourths ^of* their* long-term deposits. 
As regards objects, amounts, procetlure and security/the 
loans should be governed by eowdilions simiJaf; to those 
mentioned before in the case of agricultural oredit 
societies, l^ut in granting loans to wage and salary 
earners for urtpr<Hiuclive*uses, greater cprtj must be exer- 
cisorl by the i^naging eonnnittees. J ^ians may be given 
on the secu^'ity of gold and silver ornaments tip to 75 
and 50 per uent res|)ectively of Ihcir value, without the 
-limitation of the niaxin/uin borrowing jwwer of each 
member as fixed the jnanaging ortminiUt'es.* The^' 
ornaments, however, must bje valued and 'kept in safe 
custody, W'iih gre*it care. Loans niay bcigivCij to trailers 
on the secunty of good and autliorixcd warehouse 
receipts. Loans should be given salary earners, whose 
character* income* ir*d‘sureties are*g(x>d, on the Morris 
plan as far as possible, by ^wbich the borrower 'pays 
weekly instabnenls, and having come to borrow, remains 
to lend as, onco the habit olf savings Uie weekly jpstab 
inent is created*, it goes on.^ Societies for salary earners 
should bo regarded as primarily thrift societ^s, and iiredit 
given to tJieru should be based Wn tbrfir detiire and ability 
to practise thrift. Municiifalitles, other public botlies, 
or coinpanie^^ which employ fbcni should help their socie¬ 
ties by deducting inatalments from their salvricc for the 
recovery of their dues and subscriptions. ^ 

Th& organizatif>ri-laiid success f>f co’ 0 })cr:Uive credit 
societies for the benefit of 1;he labourifig classes present 
special diificulties owing foi, their jxiveriy, I'^ck (jf thrift 
and education, migratory habits, lack of adequate security 
to offer, and the dotnination of jthbers and sardars who 
act as Jrtoney-lcrAjers, or are in league wjith tbetrn These 
difficulties can bq removed only gradm^ly by education, 
better organization, the reny>val of the dairiijftLtion of 
thtf overseers by the ap|KAntment of labour officers, the 


^ Of] Bombay ^binmbtee Beport, p. 321, 
►rje of |h( 


^ For detaiJe of'|he Aloitis pUa aee Contrail CatnudHeti Report, p. 2lS7, 
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regiila^iioii if migrati-an bv the gra^nt of leave, and the 
active awsi^ttance of empliers, wlio should provide aub- 
atantial'^financo and-aupen^is^n for the societies of^heir 
labourers, and who sjiould obtain recoveries of the loans 
granted bj^ the societies 'by means of deductions from the 
wages of the borrowers, ‘ Municipalities and other public 
bodies employing large numbers of depressed clai5S workers 
should take the^ iiytiative in starting co-of>eTative societies 
for their benefit. Other depressed class p^en may seek 
admission into urban |>eoples’ banks, the do<^rs of which 
are open to all classes* 


CHAPTER YI ' 

PoBt Offices^ Gt>¥eniment Loans, Stock Exchanges 
, Irikurance Companies^ 

^ r ^ 

1, Postal Sayings Banks, —l^ost offices supijly impor¬ 
tant banking facilities to a'"section of the.iindian popula¬ 
tion, and form a part of tlie inoTiev market in India. 
The facilities Take the fomis of the acceptance of deposits 
in savings banks, (he issue of jmstal cash certificates, 
the purchase Vind sale of Government ROcuritics w'itliout 
charge, and the dssue of life assurance policies. Post 
office savhnffs banks were first established in 1882, ab¬ 
sorbed in 1888 the business of district savings banks 
wh'ch had been ofieiied in 1870 in cnimection with 
selected district treasuries, iind absorbed in 1806 the 
businesn^ of t?iovernment aavifigs banka, which had been 
established in the Presidency towns between 1833 and 
1835- and the maiiageftient of which had been entrusted 
to "the PrGRideuc 3 f']^auks between 1863 and JP65." 

* See Indn^trial Xj|f)Oiir in India, pp* 200-1 and Bihar 

CoRunittee Bepnrfc, pp. 35-6. 

^ These have been growped in one chapter, beoauHO apart from bank¬ 
ing proper, fhey provided in India tho bc^t faciliiioB ^:>r the inveitmeDt 
of ^ Baviuga. ^ 
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The iiumber*aiid business of th« po&t pffice saffings 
banks went on expanding, so that,on 31st March 1938 
there were 37*9 crorls of depVitors aiid-Es. 77'^crores 
of deposits. ■'J^ieir progress ^‘eceiv^d a temponary set' 
back at the outbreak oi th& last War when,*owing to a 
panic, depositors withdrew large,amounts. But Govern* 
jnent soon restored tfugi- confidence by a bol<f policy of 
meeting their demands in full. Another temporary set¬ 
back came i:a 1930-1, W'hcn the w^iihdrawals^ exceeded 
the deposits <k the year. This was Jitb fo the economic 
distress tanscTl by the increase of general depression. 
A third set-J>iick came durijig the second War, and by 
31st March 1943, the rvnnbcr of depositors had fallen 
to 2^2*3 crores and the ^amount of'deposita to Rs, 52*3 
croros. By 31st March 19^4 tlie arnoimt increased tO 
Rs, (54*2 cTores- * , * 

Tfie.se hanks arc to be lound throughout Ihe country 
in uli lioad post oflices* all sulv'pc^st ofheea, and some., 
branch post ofhr^s, , Their main '^bjcct has bedn U> pro¬ 
mote tlirift iijrinng tlic working and viiddle cl.lss^s* 
'riie ninjfjrity of the Sejjusitors, however, belong to the 
middle class—professional lufin, servants*of Government 
and publio hoflios, tcacliers, etc. The agrJculfural and 
industrial workers have lu^t ^ct begun to u^e these banks 
to iifjy extent. Thesel>ankfl m«sl ndt bo used for keeping 
current aeenunis, and the JiJeptiiy Accmuitalit-Gendral of 
Posts •and Telegraphs Ciiii dofjc any accounts, wliich ho 
thinks arc used for a purfme other tfiaif tt|iit,for which 
they arc meant to be used. The net deposits into an 
aC(^)iJTit in a singlojvoar ate limited to Rs. 750, anJ the 
toird cinimint that can be kftpt in it is limited to Rs. 5*,(KX) 
in fhe cHse of an adult ari;l to*Rs, 1,01)1) it^tho case of a 
minor, on whose behalf un account can be opened by his 
relative or guardian. Amounts\of 4 ^mnas and above 
can d^eposit^d at any time, hut wi^nlrawals frear^ the 
account are not allowed more tlian onje a week* A pass 
book is supplied to every d|positoT in the .virisacular of* 
the locality, or in EngIM,*according to his desire, and 
it nyust presented at the time of making every deposit 
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or withdrawal* The rate of interest was 3 per cent per 
anuutiij unfi] *16 wps tlien reduced tf* 2^, to 2 in 

T935, and to li in dSnd iH calculated for each montJi 
on the ?owest jimouKt in on act^ouiit between the end of 
the fourth day and tlio end of tlie month. 

2* Sug^eGtibna for improving the facilities given by 
postal savings banks.—The LJornim^ and (Central Bank- 
Cojnihittecs have recommended that tlie liniit of 
Hs* l,000»'in resped; of the accounts of miiVjus should be 
raised, that in selecttHl oiTices [vcrmisidoii sliould be 
ffiven to the public h) withdraw nioney and to 

deposit it into* saviiif^s Inuik liccoimts hj means of 
(;lief]ucs, and tJiat this system sluuild be ^nadualiy extend' 
iLccordiii^j to experience.^ T!ie Central Committee 
and some Provincial Comm'ttcrs have further suj^^ested 
that perniir^Kion sliould be ^^‘iven to the public to open 
joint accoimts in the names of 1\\o |>ersf>ns, pay aide to 
either or survivor, and ti»a.t a dcfXJsitor ghonld be allowed 
to uame a nominee 'o w'hoiii ^liiyi'.ient tif the deposit 
should bo madron his dculh, tJiereby avi>id:nfr the delay 
that is caused Ijv the existing procedure requiring an 
exanrMnation.of the Jogal j>obition of his heirs. 

Some of the Provincial Committees and Mr. Subhedar 
have also nun^e the ftvllowing reecrnniendations :— 

{D The number of po^st offices wliere savings bank 
business can Le transacted snould ho itiereused* 

(2) Where it, would not pay to keep sucli post offices 
open throughout tlie week, they may be kept open for 
twOi/iays of the week, and administered by hoi rig grouped 
with othei [lost offices in thc^ neighbourhwd* 

(3) Tho services of f-liOj. village scliool masters should 
be used as far as possible for running them* 

(41 Uniestricted withdrawals from savings bank ac* 

counts shoujd be penniHed as from current accounts with 

banlRs and^ if tlds^^s not jmssiblc, at least more^frequent 

withdrawal!^ slioulLl be permitted* 

" ^ P‘ 

t 

^ See BombaF Cnmmittee Report, p. 223 aud the Central Committee 

Report, p. i40. o ^ ■ ' 

( *. r 
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(5) J^'acilities foi' trailnfer of money frotti one- savings 
bank aeeount int^ another sht^nld lib given. * « 

The accounts should be Kept in .ri]nglmh*or the local 
vernaciilarK, at the option i^f the deJ)Ositors* , 

(7) Heads of factories and oflidtes should arrange to 
deposit money iiij and to witlidraw it from, the accounts 
on behalf of employec.^’wlit) cannot go to sjwings 

banks during working l^ours. 

(H) A lirni|-cd nundior of postal savjngs bajfiks should 
bo kept opOT^in tlic larger towns two or tbree evenings 
of the in order to afford adequate facilities to 

labourers ulnl sniull shopkocjjerSf etc* (i) make uhq of 
them. 

Postal cash certificates and detence savings cerij* 

flcateSi^—Post tdlico cash certificates liavc been issued 


sinco the last \Y:ir for fsHniijIaiing Uirift atfd*saving*, and 


liave suc'tWficd in drawing out a ennsiderabte amount 

of the savings {)i pei sons ot iruidcrate uicutih, if^ho desire* 

lr> obtain a iiia?ciiAnin« vicid wil^L tiLiniinuin risk, and 

* , < 

wlio arc litilo atti‘ao*<ul bv*ofbcr fonuji^of investmffht. 

•k 


The certificates mature after 5 vca.rs from the date of 

M m - ^ w ^ 

issue, and ar^^ payable in Jtk. JO or jiiiiltrples of 10. 
Es, 10,(J0U is the inaxirmnii limit for the face value of 
llie certificates that a-person can hold at i#ny time. The 
dilfcrence between tlie pnrcli 5 |.so price and* the maturity 
yield j)rovides intei’cst free fiorn iiieome-tti&;, and the pur¬ 
chase pri(*e has been so aliered ut ,rnl;pi‘valK according 
tn tlio c<nnlitions of the monev market, llnlt riie intorost 


yield has varied between f> and li! |>er ccitl per aiunmn 
ftiiye July iflie purchase price yields fK?r cent 

compound interest. Tlio ceiJificateH caii be caahed^ at 
aiiv time ficfore maturity* but no jrilcrest ts paid if tliey 
are cashed within a year from the date of issue, and 
the ij^derest r:\te risc.s progressively frofh the f?econd year, 
the full-rale being pakl oifly at tlie ^^id of 5 years.* 
Investments ^n tlie certificates bav^ varied in Amount^ 
accordingrto the rate of ^nti^'est obtainable ond'the econo? 
niic oonditrpn of persons of moderate means. Invest- 
mejits in tl’Jem increased much before the ijecdnd 
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as the yteld oft them, free from income-tax^ became more 
attractWc un account* of J?ie Tato,T of income-tax, 
and the decrease in the yield of other Onvernpiejit 
securities- A substantial tT<ji>iimi of the funds invested 
in Ibern represented *irhe proceedn of sales of gold. On 
(list March l^)h9 the value of tjio (*ertifientes outstand¬ 
ing \?as Bs- hO cmresA By SJsfc March it had 

j fallen to Bs. crorcs, on accr^int of the^fears roused 
by the WiiV Jind- NtoaiTied at the same level d i hist Mavcfi 
71)44. 7i] 1040, Ten Year Defence Savings Certificates 

were introduced anul I ho Viiliie of these certflieiites out- 
standing on his% March lOlh ^vas Rs. ij*5 envies. Fnjiu 
(Jetobor ni4h they were replac^ed fvy Twelve Year certi¬ 
ficates, the Value of a "J^en Rupee certificate being Rs, 15 
at thp end of Hi years, frecMf income-tax^ and the total 
face value of cerrificates held by any 2>en4on being limited 
to Rs- 5,000. The value of tlu^ certificates outstanding 
*oti 81st Marcfi BH4 was Its. 7 crOfOs. • 

The Central and IMnihay Thrtiking Conimitteos hare 
recomiiicJided that a holder df the cllsh certificates should 
be all^vwed to nominate a person to whom their value 
won hi be ]mid on maturity, hi the event* of his death, 
as this facility wmild increase their pfipularitv.^ Some 
{icrsnns liavo Expressed themsclvoff in favour of making 
the te.mis of these certificifJes more favourable, so as to 
mako them (lopLihir. Others have suggested that 

they should be abolished on the ground that they impede 
Uio development of de]>n.sit banking, as their terms are 
morU' favour^ible than those that coir|mcrcial banka can 
offer.-to their depositors.^ Th:s Central Banking Com¬ 
mittee has recommended tire adoption of the golden mean' 
between these^ tw^o extremes A 
For the special protection of women, the Central Areas 

* See The Rc^eirc lii'nk Beport; on CiiiTenry ttitJ 1042-3, 

'P. 84- ' . ^ ' 

^ ^ 6eo Borrlbey /InnamiUee Beport, 323, 

- * (?/. the, (itatcrnent of the BHiar Chaniber of Commerce, Bibar Com- 
mlUce Evidt-ncc, VoJ. IT, p. 487. 

* p. j441. 
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Committee lias suggested tlie issue ni si>eciaJ I'ertincates, 
which can ho held hv women oidVi the tulijresl on whicli 
should bo payable to tlie holde,r!^ e\wy year ihrough the 
nearest post office, and the principal of which sliouldf be 
ronavable lo them oiilv after 10 years. The Central 

i V «' P 

Committee has riup{>c.w4:cd this rmnuinetidatiun in 
principle* ' 

4. Faciliticf given by post offices for the ^purchase, 
sale, and custody of Government seciIriiCies.—'['lie |K>st 
oJiices als() ^ive imporlniit facifitics to ^he pohh'^ for the 
pureliase and wde of (joverniEient Keeurii-ics* Any indi- 
►vidual, even if he has not-fneviously been a dejxwttor in a 
post office savings hjink, t-an jnvest ihont'^y, iVeit of charge; 
through a j>ost office in any loan issued l»r the Govern- 
iMcnt of fitdia- iy> to a inaxmiinn of ffs. uOOO in r:ach 
official year after deducting any amount sold through the 
post otfi(7^ hhmtis for snth investment can be provided 
citla^r from the flmgin^ts previously deposited Hie in- 
veshu'^s savirigs bank^ acn>ant, or from i)jinrioy speCiuUy 
deposited by liini for tlie purf^ose, or from both* The 
pf>st ofiioes also sell on behajf of an investor at the pre¬ 
vailing prices,*and free of charge, thi* wlmle or a j)ortion 
of the CSovernrucnt securities that he ^as purchased 
througli offices, whether they ate held by him or by 
the Deputy Accoiintant-GeflerAl of Posts afid Telegraphs 
on hi« hetiulf, provided tlmt he is a savings bank depo¬ 
sitor at the time, and that, if only a porti'on^isjo be sold, 
the balance that would be left has the face value of 
lis. 100, or rnultipje thereof. 

^ VVn investor can either •take delivery of the Goifern- 
ment securities purclia8e4 for him by a post office, or 
leave them in the custody of the Deputy Accountant- 
General of Posts and Telegrapl^s. In*the latter case, a 
ina:>ti9tnum limit of Its* 22?r50f) is imposed, but it applies 
only to aecuritigs that are issued as f^ble to income-tax, 
and does ^ not include seciyities that havp * b©en isaaec!i 
t*ax-free. * ^ 

foflt do not make any charge for the purchase, 

salfe, safe cifetodyt or delivery out .of cjjjstody*, of Govern- 



V 



BANKmG IN UJTDIA 


nient acciiri^iea bought through them, or for the collection 
and pSyjiiei’ifc of interest Mi such securitieR. As long as 
the soenrifies reinain in the custody of the Deputy 
Aco"jiinlant*()eneral, the iiitCrGst on them is free from 


incotne-iax* The Artwtra and Central Banking Comtnit- 
lees liavo'Htiited that tlieso facilities are not ^lufficjently 
known to4lie public, and tliat, if greater publicity is given 
to them, they will i>e used bv h large number of smalt 
investors*' Ihttcr luis further exprcsKcfl the opinion 

that they will he useil more widely, if they are given to 
sniall investors generally, and arc nut limitt^d to savings 
bank de|M)sitors, 

. 5* Postal insurancifl*—h^’inally, tfic post olTiecs piovide 
■fosurcineo faculties to pernmhent servants of (rovern- 
Mient, hK''-itl lipdies, and thiivcrsities recognii^ed hy (lovcru* 
nient, I’liey are. lirsl, life insni'ance, p:i\jneiit id' a 
certain ainonni o\\ the death of an insured jieison to lirs 
legal rep^'esetdatives nr assigns; scecnd, endowruent 
as^ninaiK^e, ^Tiaynimlt of a certain arrmuut lu a pmsfin 
wdien lie iTUf.hes n iwrlicular age, nr to his legal represen¬ 
tatives or assign's at his death, if he dies before rcacfiing 
the purticuhir ;ige: 'and third; montJily iiliowanccK <aim- 
TTiencing at once or fr<jm a particular date in future. 
Tile ininijnirm* and ifca\irnjjrn limits of life insurance and 


endfiwrnent assurance pnJicitvi are Its. 101) and ISO,000 
respeetively, .^hd lh<jHe of monthly nllowaneos arc Jle. ^ 
and Hs, 50. The prcniia for tFie [Hilieies have to be paid 
montlily, arul for tlu^ monthly allowances, either a lump 
sum" or monthly iiistiilnients spread^.over a number of 
yeas^ have to be pild- The *proinia or the iuKtalrncnts 
arc deducted from the salaries by the eTriploycrn, and are 
remitted to the jxist otlliee department* On Hist March 
1941 the number of unpaid f>oIicies w'as 99,000 and the 
amount assured was Rs, 19^8^ crores.^ 

The ^ Assam antK^bidras Banking Commititles have 
suggested*that these insuruncje facilities should be thrown 
:>pen to the public, hut the (vmk'al, Bengal and Bombay 


^ anQ Central CnmniiUe^H Report)^, pp* anrl 443. 

^ l^ee the lndtati Y^r Brbk If)43-3. p. 580. ' 1 
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<’ommittees fiave not supportod the’ sugf^es^ioTi *the 
fJTOund that a Jargp nyinher of local*life insuiKiTice com- 
panies already supply sinulaj^ facilities n> the jJublic, 
Pofital'insurance policies wouhl^ however, coTrirtianxl nioiro 
public cfmfidence than i>olicies issuec} by co(U[^anies, ;?nd 
would stituulate savings in tlie ham of iiiKiiranCje by the 
public, fusurancc coJrij«rtiit\s canmit objt'cL to tire pro¬ 
posal, if the postal premium rates ilo not compels unfairly 
with their and ii* postal insurance I'acijities are 

restricted to prisons of moderate rue^ins* * 

0, Govemment loans.—(iovernment rupee loAns also 
jjJay a fairly hufjortant pmt in the inorjoy market in 
India, Hiey lake three'fonns, viz, stock certificates, 
jji-oifnisst7rv notes, and bearer bonds, T^bc o\v*nersbip c^f 
stfx:k oertificates is registered*at the lhil>luM)ebt Ofiice* 
and can he cfiur^ed only by refristraliorj ii/ibat 
Triterest Wijmints aro sent, half-yearly to the registered 
owners, wlio Jo nyt have Ui pjcseat the stm^k cerliticaleH. 
Tlio owjicrsbip of prjn/^gorv Tudes.can be transferred by 
endorsement in the syaco p»ii>vided for t!jc purpose (m\ 
the back of tlie notes, which have to b,e presented to 
receive intcrost^ warrants, ownership of bearer bonds 
can be trai^sferred by nicro delivery trom band to hand, 
and their value is paid to the bearer au the date of 
maturity w*it/iout any formaiitV. Ititerest coupons are 
attached to tJie honcls, and'arc detaclicd j^nd presented 
■for payment by tlie owmers wheri t;!icy become due. 
These forms of (Tovernmeut securities are jinierebange- 


able. The fee for conversion is 4 annas jjor cent^ on 
fiecurtties of a face *ralue of not more than Ksi. 4fH), and 
tme rupee |jer security of a*fac§: value Exceeding Rs. ?00, 
except in the case of the oonversion of pro^aisRory notes 
or bearer bonds into stock certificates, for which no fee 
is charged. The tssue of beardr bonds has, however, 
been •recpntly ^discontinued* by Govoyiment,'as it was 
believed that tf'rfjy were not populai .# These secftirities 
are either non4erminable^ i.u repayable only,at fhe option 
of Government after giving notice, or tenpinable, i.e. 


rep^ablo on' a specified date, or repayable not earlier 
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' a specified date and not later than another specified 
date, ^ , 

When Government disircs to borrow, it publishes a 
notification in its Qazettc and newspapers giving *11 the 
details of * the loan that it'wishes to float, such as the 
issue price, flic rate (if intei’cst, the dates of issue and 
clofiing/tiie method of repayniont'find repiLynient at par 
or premiarn, and inviting applications for subscriptions, 
which Imve to be sent to the ofilces of the^Keserve Bank, 
braticliCR ofthe Imperial Bank aiKi Government 
Treasuries. 

I5efnrc the last War. tlio bulk of the loans used to be 
raised in England on the gTounds that the difference 
^ between the rates interest in India and J^higland was 
*i 30 Rubstantiai as lo more th:in ctmnferhalajifo the draw^ 
bao?cs of bo^rrowing in h]iigland. and ’^.ll^lt tlie lesourees 
of the jTKbiev biarkel in India were st> limited tliat it 
could ntjt lend mnro (ban Bsr 5 ernres to (lOVcrTiment 
annually. The last War and periods proved 

tJiis vic\v was rafl. correct. During tliese j^oriods 
Government nad to borrow very' large aminintfi to pty 
Indians War contributiotis. and to meet the expenses of 
the Uon struct ion of Now Delhi, the new bafjita!, and the 
successive budgcbirv deficit h of a veius. ihit it liad to 

t ^ . H ' 

borrow most of tl^is ainount in t)ie money market in 
India, OH I be eapsietty of'dh# English money market was 
more or les^riilly taxed by the English (.Tovoriunent for 
its own (^xceptnoiVal and enormous needs. 

The stvcTigth of the Juonev niarket in India re- 
vcificd by the fact that it contributed^ Ils. 5d and 57'CTores 
to ithe loans that*( iovcrnrnofJt floated in 1917 and‘19'(8 
respoetively. This stren^^th \viia largely niRintaincd after 
tbo War. liovernment was able to borrow between 
lls, 120 and *10 crorcs ^iimually in India, and so it did 
moftwjf its "borrowing in Lbe country itself* The Jiiimber , 
of invfstors in thc^e loans also increased^to a coiisideiable 
extent lo more effective advertisement and the 

offer of larger facilities for t*e ifdminisiration of the lorfns 
at Govf?rujhent treasuries and sub-treasiyiest Diiring 
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the second WorlH Wai^* the yaiiouis Defence *Jjoana 
yidded Rs, 51 ^ 50, 4T. and 142 croreg and yal4i^of fupee 
(jountorparts of steHin^ loana, pmtly to .inatitiittonal 
investoce, yielded fe. 61, 22, 48 and eiorea hi Jl)40-lj 
1941-2, 1942-3 and 1943-4 respectively^ On 31fit Marcji 
1944, the total public debt of India g-mftunted to Its, J ,373 
crores, out of which* ontMtanding troiiHiitV bills 
amounted to Jis, 110^6 crorow and tho Kh^rliii" obhgatiofis, 
to Ee, 38*3 erodes* The increase of Its. 6U;r4 crores in 
the nipoe del>fc ldnring the War reflected the re!sultR of 
revenue deficits, capital exi^cuditure and repatriation of 
sterling debt, ^The great decline the MerLing debt to 
38*3 erorcs wa.s due to [ts jrepatriation, ifuule possible 
by the large accurnulationi* of sterlingibahmceR in favour 
of tlie (joveriiment of India,* wliidi made vem^y large war 
payments in Indian currency Vm liehalf of t^ic Engli^ 
(joveiTuriGiit* ^ Sirfeo the introducfion of ffiovmnial auto¬ 
nomy in 1937, several Proyintdal (tovermnents have bor¬ 
rowed in tlie uione.y i/iaj;keir, and ifieir tt>1al funded debt 
amounted ta Es* 3*3*9 croifs on 3lst’M:(,r(di 1944, 

The market prices of Govefnujenfc securfties and 
interest yield from them have fluctuated considorably in 
recent years. As hanks liavfe large headings in Govern¬ 
ment seenritins, dcpreciat-iori in flicir value luis appreci¬ 
ably hampered the operaftions of Ihe I>imks, '*For several 
years before the War the pi tijes i iiled high u&d the yield 
was low, because Gov=^errurKint borrowings? * were com¬ 
paratively moflerato, and it s credit wuh higlu But during 
, the War and post-M^ar periods, the prices tvcTit down 
substantially, the yield increased, and new loans had**to 
be floated at approciahly higher rates of,interest, as Guv- 
erninent borrowings beenine lar*c, its crc<Iit went down 
owing to the uncertainties of War and hudf^et deficits, 
and the counter-attraction of n^^wly issued industrial 
seenritice was large. i 

From W25 to 1929 the prices impro/ed and tlie yiSld 
diniinislied, as G/bvemment credit iin|3TOved ^ ^ith’ the 

* * 1 t| 

* See the Benerve Baok of India Beport on CiiTrcncy. and Finanee 
l'943a,,p. 47. ' 
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Vjf the “budgets, iind as the counter-attraction 
of iiiduwtrJat securities djiiiinishecl much after tiie failure 
of hiany coEtpaiiies. f3ut during lt)29*32 tlic prices fell 
agiiiu, the yield iqcToased, and new loans had to be issued 
at highei ratea, as a wave of dear money swept over the 
world, and as (Hovcruinent credit deteriorated oiujc more 


owing "to budget deficits and dwfciirbed [joliticaJ conditions 
in* Ihc ^nOuntry. The situatron improved very much from 
tlie middle of 1032, and by 'i03fi the iy'^ccs of Ooveni- 
nienfc seciU'itfeA rose ulnwe Ihe level at^ whicJi they liatl 
ht'oii at the tiutbreak of the War, and th;vernnicnt was 
able to float y a large loan suc< cssfuh y at 3tper cent which 
was ,j pf'f cent less fhan tli^, pre-War rate of iiilojcst* 
Tfiis wnjS duo iKilauced budgets, improved political 
situation iUi the country, heavy gold exf>ort.s and diminii- 
of the counler-iLl.traction of indystrial securities on 
am>uiit hf tlie ecoruunic depressiom During tlie second 
War, prices declined, once nA>re, whenever the military 
situ£iti*.n became iiiifiivoujahiev^hv' fhe Allies, the 
col)a|»si* of h'raiu'o, the ^extension of tlie Witr to the 
J^alkans, the udvance of Ujc enemv in Hussia or North 
Africa and the outbT^eak,of hostilities W'itfi Japan, but 
fni'iri March 10^2, flovcnfment fixed 'niinimnni prices 
under the Defence of India Jlules, and from 1943, wiib 
the turning of thft tide^in favour of the I hi i tod Nations, 
the ]irices rose and reucfiied the pre-War levcL 
The MiitiVnp4al Cor|>or4ations and Port Trusts of the 
five iiKJ^t inrpoftant scaporls of India, viz^ Bombay, 
Calcutta, ^^iuhas, Karaciii and Pangoim, and ilie Im-* 
p^t>vcnienl Trusts of Bombay and|Galctitta have*'floated. 
hvge Imns from*time to tinfle. The total amount *of the? 
outstanding' loans of tltese ^ bodies at present is nearly 
Jlfi, 9fi crorcs, and the bulk of tliis amount has been' 
raised* in Indiuv / 


Org&tiizaticm and working of stAik ex(fha) 2 £es Iiii 
Boiqbay and Cwntta.—There are onjy three stock ex¬ 
changes in India, in Bombay, Calcutta and Madraa, ^All 
Government securities, Ihe'shitres of important industrial, 
bankigg, railway, and other companies situated in diffet- 
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ent parts of India, and*tho bonds issued by the Municipiil 
Corpomiions, Port Trusite and linpro^emer^t. Tfusts* of 
the main.seaports of India are ijuoted on tFiese exc-han^es, 
which transact a fairly large amount ot business every 
working day. The bulk of tlie business of the Jiunibay 
hixchange is, however, jn^^Kinnectioii witli cotton mill 
shares, and that of the Calcutta l^xduuigo, with jute, teti 
and coal shares. « 

Sjjecuhitimi jnfchese markets luis been (xm^iiderilfblc in 
recent years. IJliriiig the industrial bfxaii created by 
the first War and }>oRt-War i!<mdLtimis, all sorts of* now 
coT^fiafiies were* foniied, the si tares of jnaity of them 
^vere oversubscrrl^cd, and tbose t)f the. (jlder cornpuiues 
* went to a heavy proiniuin* * Many jwople trahsferred 
tlteir energies from other txicupatlons Lv these pxcJiaii^^’s^ 
hoping" to aiiuiss foi*lLrnes quickly by heavy sfietfuiatiou. 
•Wiien fihc iide lunied and tho crasii came, many of the 
new eornjjanies weift irjtp liquidalmii, many optyators 
faded or suftered lieavy and tilerrv was great dis¬ 

content. The orgy of s[>efculiiLioA was uiueli lAore intense 
on tlie Bombay Kxehange Lhatt on tlie Caleutfei Mxchaiige, 
*and iniblie confidi*Tice in the lion nor was rudely shaken. 
In lOiid, thererore, the fjovornmenl of Bombay lisid to 
appoint a committee presMed ovei^ fjy +^ir Wiffrod Atlay 
to investigate the con sti tut ion ajid w<jrking of tlv‘ Bombay 
Kj^change. In 1030 another conuuittoc })resjJvd r>ver by 
Mr. Morrison was up|>c>mted. During the ..second War 
there w^as nuich speculation, especially*' ftn the 
Bombay, Pxchauge, until contiTil w'us cshddisJuHl 
Government, ' , 

I'tie Bombay Stock Exchange, ejjllerl the Native Share 
and Stock Bnikct's’ Association, or tfie Bornbav Hhare 
Bazaar, formally came into existence in altlijough 

ijiformally it furv^Honed muc'b earlier* ‘The ynujority 
/•eport of thA Atlay Committee, signed by^All tho niemb'ei^ 
except one, made sSveral recomniendiuioils for inijiro^mg 
its working,' preventing TonJlerH, and checking wild 
speculation, such us the tightening of disciphne, facilita¬ 
ting the handling of Jegitiniate eonipldints madq against. 
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the-brokers by tEie public^ increase of business hours, 
redaction of hofiday^, discoufinuance of sub-brokers, 
annual elect ion of the Board, and annual declamtion by 
juembers of the kind of business they intended to transact. 
But the Ass<K:iation precepted the niirioritv rcjiorfc which 
inado Lintnjj)ortaiit reconiineajl/iLiQns, so that little change 
was roade in tiie constitution and working of the Ex¬ 
change. But another orgy ot spec u hit lop iji 1925 brought 
another eraili, public opinion was roused,, Government 
threatened intervention utid control, and the Association 
had to refonu its rules for the pujpo^e of checking 
speculation and prevontiag similar crises in future, and 
to get (henj Siinetiniied l\v Covcnunonl, The Morrison 
cotninidec also made further rccoinincndationa for check¬ 
ing st>eculation, and the Assf}ciation has accepted some 
of thein^ 

Any Indian, or any Britisher who has lived in the* 
Boinb;iy Presidency for ten ycj^^rs pieviously, can apply 
ftfii Juenihcrship of the Association, f>ut to secure a high 
' degree of hiisiness morality, adroissinn is severely res¬ 
tricted. The number of members is restricted, and an 
entrance fee, called the value of a rnemhership card, is 
charged, nnigdng from Bs. 40,090 in 1921 to Its. 30,000 
at j;)resent. A praspee|ive member must have substantial 
pix:>perty and unimi^eucbjible credit, his application must 
be 8iipf)orHfc^d by at least two-thirds of the members, 
objections against him are invited and examined, the 
applicavion can bo rejected without giving any reasoru, 
and cannot be re-submitted for two vears. The number 
(ft members at present is 475. Ail of them are brokers', 
and they must not have subsidiary business interests in 
any other association. But nearly a quarter of the 
active members are also commission agents.^ 

The ^saociajion has strict rules fer controlling the 
Anduct of its L'embera, and for dealing with default or 
fraifd on their ^‘part. The Board ofHhe Association as 
empowered to fix the prict(n of securities in ah emergency, 

^ The MonehiT^ Prahhmit o/ iftdta, p. 147' IcfliaxE Y«r 

Book, 19&S* p, 72e, / 
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Thero ifi OonlJUitteti m lyeitiuii, wiiicii titanutis'^w turner 
u member is h del aiHter.* A jrieniber 'wIkj JeclaiiRd 
by it to a defaulter has (t> subfnit to it liis iKx;ount 
l)OokH, papers^ baliitice-sheet, aiul a sf:iteniojit,of his 
business transactions left incomplete. To prevent fraud, 
the ruloa prohibit fictitious ^ortlej's, and hiy down' that 
^hn members must at;eept 'all onlei’s, largo as wgll aA 
small, froju their clients, j*nd must have tio ‘l>u(*ket 
shop' dealings ^ori trading in dilTennices at' *|nol?f!ions, 
fiTui ibat, ulthoTffili the mcinbcjs inav (ransaei iiusi- 
ness for themsoives, they must Tuake miy improper 

use of their clients* Reciiritit's that tmiv be in tlfeir charge* 

• To facilitate the detectiur^ tif fraud, ilie riilos j>rt>vido 
’that the memhers must keep'uniform registers on the 
prescribed basis, that they niusl? enter in (hern all tlio^ 
details of tlfeir Iran frictions at tlio end of e’er ry^ working 
Jay, and that tho registers Jijnst be open to oximiination 
by Hie Bon id of Diweetors, An Arfiitf^ation Coniryittce 
exists to consider cases *ol%»llogcd fniftd* and enn expej 


members from the Associtition if tliey arc fotuul guilty. 
During the entire history of tho Association, however, 
ihero has been luw^dly nny cajpe'of fraufl by a menilier, 
and a high level of business integrity has been maintained 
bv its members* * , ♦ 

Every member is allowed have four clerks, and 
conducts ]^\s transactions with their help, Erery trans¬ 
action must he entered in a rneniomndimi Lwk as soon 
aj it is made. At tho end of each working* flUy, all 
transactipns carried out during its course must be entered 
two iregisters in atfcordan^yi with thi^ entries mad^ 
in the memorandum book. The /irst register is for re¬ 
cording all dealings with the Tnembers only, ahd is very 
elaborate for the purpose of rcni«^ving all cfiancp^ of 
miatakes^i The other register }h for recotefing ajl trans¬ 
actions dkrritd out on behalf of customers,m their names* 
an^ is less elaboratef* The customers are tnainly^o^ three 
kindR« Tirstly, there are tl>e iilvestors wliose duly object 
is ,to invest their saymga, and lo obtain a more or less 
steady Incortie permajiently. Second^, there lire* the ^ 
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ricih clients wlio firiiinco needy brokers for a month at 
a ttiuie' at high‘rates by means of what are known 
‘badlaJ transactions* k'inally, there are the speculators 
who watch the tluctuations in the market quotations from 
' day to daj“, and operate as 'hulls' or 'bears** The 
]k>inhay Htek hlxdiange coutiiiucs to have niuucrous 
holirlays, wliidi come to about onc-fourth of the entire 
yeaff aUluvugli a subHtimtia^ reduction in them was sug¬ 
gested by^ hc Atlay (,\unniittce. A f,second shxik ex¬ 
change, known as the Indian Slock ]^*:cFuiiige IjttL, has 
been funetjor.ing in norubay \o a snurll cUont since 1038* 

Tfie Calcuiia Slock Exchange was esfabliehed ju 1908,. 
lint the Ass(»ciji^Km, wliidi J\as been marniging it, witA 
registered under the Indian Comisinios Act only m 19^3/ 
It ha.s ill '[iresent a paidaip capital ol Es. lakhs, with 
*^222 Tnondiors, cojisisting of tirins with 00*2 partners and 
assistants, all <if whom act as brokers. The shareholder^ 
annually elect a ^ranaging EoTnmijttec consistiTig of an 
c(|iiaf pi’ 0 [u>rtiif>n of Kiiroficsv-** lieiigalccs and Marwiu is, 
and the (Viinuittrc ii]quints several Sitb-t’‘ommttfcees and 
the l.h’Csidc;Til and Secretary, This Association also has 
sj^rict rules for enntroUireg the coiuh^'t <if its njeiriherr 
and for dealing with dd'ault or iVaud on thdr part. Its 
(kniJinit.ttM sdllcH disputes he/.ween tlie nienihers, niuk- 
ing it unnecessary foi^lhern to'resort to the courts of law, 

A sUx^k exchange was cstahlishcd in Madrjis in 1920, 
but its wor^kiifg'men 1 hers wore few, its business did'not 
expand there was little speculation, the number of its 
j^workiTig members gradiialK fell off, and ho it had to be 
dosed. The Inisiness of investment in Oovg^mnent, 
*^indnslrial, and other ^securities was then conducted by 
three fint:.s* Hince 1937 another stock exchange has been 
fmictimuTig in Madij^is, 

N^o regular'ntock exdianges exist in the coiiijtry other 
Chan those Madras, 'l^ombay and Calffutta* Their 
ab^ience^ haiii|>Qrs the growth of joint»stock enterprise and 
invesfors,' but without (j^jAllpient business^ no exchanfje 
can be formed in any centre. The commercial banks, 
^ CO-operative banks, loan offices, Cfiit Funds and Nidhis 
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can do much to lesseti the handicap created by thiiVbs'fenca 
of local exchanges, by faking up the wu^-k of pJrjliastng 
and selling securities for tlieir cliejits on a oommissibn 

basis, ' . ,1 * i 

8, Insolence CompanieB.—Tiisnrapce companies play 
an irnijortant part in the banking Jiysfem rd India, as 
fhey hold for long periods* a ^iwhstantia) part of the savings 
of the people, encourage and mobilise their saving!^ Yiki 
savings banks, tii^d make fllein available to coinrnercial 
and industrial 'worjpauies, public bodies ;nul Ooverninent 
for beneficent purfxjRCS, In September .i\)44, the Jiotal 
niimbei; of eonipanics doings life, tire, rnaniie^ and other 
^luH»>es of insurance businoa^^ in India was out of 
which ii'28 were Indian and t)5 foreign, till Jjeing (British, 
and 21 being constituted in tfie lirilish Uoniwiioos and 
colonies. Of tlu^ 2*j8 Indian coinpauieR, 88 liad tboi \ 
liead offires in ISomliav pi^vijice, o4 in Hengal* tifi in 


^fudras and 17 in the l^injait. Of tiv? Indian companies", 
15fi rarriod on life aSsufsJtjCC business onlv, fS5 rarried on 


life business along wdtfj other kinds of msnrancc business*, 
and onlv 87 carried on insurairce businesM other than life. 


Of the foreign conipantes, only 4 c.onfincd tliemselves to 
life business, 11 carried on life* business Hiong with (>th^^r 


kinds of insuranc^i business and 7b carried on^ iriHUiaiice 
lousiness other than life, TJioir totdt net*premiuriL im-joine 
per year was Ks, 20’7 eroresj of which I^s, 9 croreH went 
to foreign'companies. The total assets in India*of foreign 
companies animinted to Ks* fl4’7 crores ahd,, tJjose of 
Indian (iornpunies to l?s, ](Xr8 ciores,^ 

^ Tile companies lend portion of their resources fo thei? 
polipy-Bolders, and invest lif considerable |H>rtion ir> 
(rovemment and trust securities and treasury bills. 
Some of the Indian companies also purcliaso nliares and 
debentures of banks and companJ^s and .debentures of 
<»-oj>erii/iVe^ biuib?i, linvest a of^ their funds* ip 

^aiortgagee of laud gnd buildings or in larpl dcvelopniimt, 
arid keep deposits with, or loans to* bank^i kiid loan 

I See (he ludian iDfiurancc Year Rook, 1G44, pp. 2, 4 aod 5. ^ 
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rflScfis, fchich in turn fiiiancd cottage industries. There 
is U large field for tlie spread oi‘ the operations of life 
inSumnco tOotnpanies in niraf arSas and among land¬ 
owner?;, to be tj£>enc<i^up by wi.se eunvassing and sound 
financial enterprise. During hK^O-37 the number of 
Indian life assiirStnge C 0 Tn]Hinies increased by (20, TJii- 
fortubately, how^cver, in tJit^rtish to exf)loit this field, 
few the com panics j'csorted to unsound finiincial 
methods and llieir agents oftVrod uneconoTiiic inducaiuents 
to clients,tso"that 50 mrri}ianies had to be liquidated in 
recept years. Moreover, sonic coinpaniejp did not submit 
annuat returrls oT their busirmss and txi^itioii (o (iovern- 
rnent as required by the Tmlian IjiIo Assurance Com- 
panics A<d of 11)12 and tiie iiidiuji Irisunmce Coiii- 
panics Aqt <d .1928, beranso the Acts did not lay down 


sufficiopf- penalty fur Yailurc to submit unmiul returns. 
Amendment'of the Jawy llicreforc, tieean^o necessary fo 
prevent the ronniitiun aud* working of insurance com^ 
panim un uusuuthI lines/ ^ 

' Tlio foreign eonifxinles invest outside Tntlia a large 
portion of the income fliat they obtain in the country, 
so that the'Kaving^s of tjic iM'oplo to tliis extent are not 
iiVyilablo fur llih economic tie vein pm ent of (he country. 
Til other count lies all insurance coiufianies judiciously 
use the bulk of *iheiTd'uiids lo promote trade, industries 
and fniblic utility coilctM’os in tbe respective countries. 
Tlie Cenlial, Jhinjab and Jlfuiibay Jhniking Obmmittees' 
MswclJ, Mrr Suhhedar, tliereforOH mnuniueiifled that 
legislation sliouUl be passed to f^ntnjicl all insurance coifi'* 


^laiiies in India to kecf) an initijiJS dcjxisjt wdfli' GoveiTit 
and to imost a certa^i nunirrium proport ion'of ihelr 
premium jneozne in appr(^xx1 Indian ficem^ities. 

The Insurance Act passed in 1937 by the Central Legis- 
latufp iJontain-^ the ftrllowing provisions :— 
c. (1) No izisuKtnee cuint>a‘iiy ciin e*>nimofice,, w4rk unKI 
it lias depositet^'with Government, G*vermTient securitierf 
of thef market value of laleh, and has a wopkmg 

* Se^ Bombay Cooiiuitiee Report, p, 338. 
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capital of Rs, J lakli. ITiie dexK>sit must'be inci;eased^t(/ 
Kh* i3 lakha within * t 

(2) At least one-third of tiie assets of each copjpany 
must consist of Government and other Trust securitiep. 

(H) Valuation of the |Kjsition of eiicK compan/ by an ^ 
K index>eTKlent actuary must be carried out once every ^liree 
years, and every company*disclosin^^ a deficit in suclj 
valaatioii must make it gtjocl^ before doing any new*bit^ 

\ , , 

(4) Kvcry coiujliniy niuKt submit to (TOverTiment an 
annual return ih a jirescribed fV>rrru , * 

Hobates afe prohibited. 

• (fi) Agents must be lieenaefl, and the commissions pay- 
*;ible to them are limited. * ' • * 

(7) The life of inaniiging agents of the coih];>anieR is 

limited to three yeiit^ und their niinunenition is*fixed* ^ 

(8) Violation of any of the,;il?ovc provisions is subjected 

to a snl>stantiai * 

(9) (!ouipanies ineor|)ftrif1^1 in Greai liritain are ]plaeed 

on the same frxjting as Ifidiari dompaiiies. i * . 

(10) Other foreign companies are subjcct^id to certain 

Vpecia! conditions^ and to reijjtfieiloTm on the basis of 
recipn>cltpy. They can be prevented from opemting' in 
India, if Governments f>f the countries of tiuur origin 
do not jjernirt Indians to do iusu^iiucc lousiness iu their 
coun trios, * 

A bill introduced in the C'entnil Legislature at the 
f^d of 1944 tt> amend tlie fnsuranee Act**contains 
the- following provisions :—(1) Kaeli class of insurance 
tusineas must be se[MrateIy j'egistnred. (2) The 
conktitutiDg the life insurance hxnd niu.^ be kept sepa* . 
rate frorn all other itssets of insurer. (3) The Super¬ 
intendent of Insuhtncc must not any lifA insurance 

company-to start; any other hpe of insurance business 
unless lie i* satisfied that the assets Vif ws life Insurrfniae 
fund are adequate^ to meet all liabilitif^ under fts* life 
insurance pdlicies. (4) cjn cancel the registration - 
of any compiiny which cansls avoidable doljiy in the 
; 3 ettleipeiit claims even after they j-re supported by the 
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^iidgenie;it of cbmpcterit cotifts. # He can, however, re¬ 
vive the registmtion when heiiti that tljey have 

been Kett'lVd* (5) No employee of a company can be 
paid roiinineratfon, whoJly or parity, in the form of a 
percontiigc, cornjnisaion or share of the profits or the 
viih^Uon surplus of a conipany, (H) Nti insurance com¬ 
pany <'tm enter irtto contrddts * with chief agents for a 
exceeding 10 years, i^nd such contracts, if already 
existipg, woijld tonninate at the cJuUof 10 yef^ra after 
tfjo [mssirig of the bill or at the end ftf their stipulated 
porind, whichever is earlier* (71 The* ikwe^ntage of 
premiums ^payable as corntriissiou to agents is reduj^ed* 
The last two |>ravisioMs art, tneant lo enable iiisunincd 
comj>aiiies ti> nvtfnce their+expejises* 


CtlAPTKll VI1 

. Commercial Sankin^:^Indian JoiiA^Stock Banka 

H Their* organization,—TndKin joint-stmk banks are 
llu>se registered ii^ IruKa under the Indian Coni[>iiiiies 
Act, cortiJii. 1 # He(d.joTiR of wfiich deal with matters such ,as 
registration, ^ audit, and preparation and publicatign of 
hahince*'sk’!ets and Rlatcments of afTairs, certain othej 
s^tttioris of which be^^ring on the preparation of the annual 
list of members and [>Iac^s of bhsiness, insixicHon by 
frovernnient on *lbe af>jj/icution of a certain prof>ortion of 
members, ^Jic showing of Secured and utisecured debts 
separjvtely^in tlie balaipje-slieets, etc* apply to banks only, 
and ’which iinphtfes certain jreatrictions 4 'n their l^usincus^ 
*Tlje fotUiwing\were the assets aiid^liabiiitiefe, croren 
of ftupees of thi more important banks on 31st Decem¬ 
ber, 

' See ■ Statist kal Table^H E«latiDj^ to bankB in India, 1^3, 13-17^ 
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*Tl!« first five of tlie fif)oVt^ air c uilt^d 1lit‘ Fiw* nf 
* Indiu, nfter the Five' of tiioat J^nfiuii.^ Uieir 

fleposits are nmre lhaii !J0 eioies in meh raHf. Ttie 
f^st sev^'^i Ih^ almiv are also N)iiu'lnrves called 
yovTn\ All I ho it me tnav ,s^n>n lie raltod iJie 
Nme'. 

The Cenfral Rank of Tndiii, the hij>^ 0 '.f ajK^tho most 
^nterprifl^ifj of the Indian hank^, v\a,s oslalJiMhod in ’'1911 
liV fth* Fheivj/osliali aii’l flovolrt]>e^^ hy Sn- Sordm 

l^t>chktiana^aUa* It absorbed tho Industrial* Biink 

* V 

* in ]923 and has made excellent |)ro^^res,s, in 8pife*of the 


' Inrlwlea c^i^h &t backs. 


3 No. of Offices 
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uttavks’ jf enemies and the 9 runs tn^enderod by them. 

Dursuod ii very active policy of branch expansion 
and is^the only ^Indian bank Jo share with the Imperial 
]hmk the litmour of llavin^^^ branches in all partn of India. 
T!ie rate of in Iciest blfered by it on deposits lias been 
'lower than that'olfered bv the Indian, Allahaljad and 
,ruTij:ib National Hanks. Hut its projMirtion of salaries 
aud^ over!lead ex^nnises to ^ross prolits is the Jii^hcst 
aniont^ the big lodiaii biiuk'-t, 41) ner cent, and only 
slight^j' lower than that of the Irnperii'.l Batik. This 
seems to indicate that the ([uahtv of its jiersonrtel and 
orgsihiziition “needs special attention.' 

The Ikij'ik of India, estnbiisbod in Hlllb, has pursued 
a vejT e^mfious policy of expansion, and among the 'Big 
SevenH has the fewest brdnchcsi which are coiu^entrated 
in it few big eonimercial and industrial centres, largely 
'in tlie proviaco of l!oriibay- (.’unseqaently, it has the 
highest resources ptT branch arrion;; all the buaks <i{ier‘ 
ating in Ibis country, excluding oruy the Reserves .Hank 
of India, vh. ii cruro and a f^uarter of rupies, and main¬ 
tains a liipi^ dogoce of Equidity of assets. It is one of 
tJie few fortuiiuto Indian banks that Inivo (^scaj>ed the 
artivities of profttSftioiuil ‘h’^redit wreckojs'* nt the country, 
amt so far has sutiered only a single run u^ion Its 
mte of groAs profds is lower Ihdu that of any other bank, 
except tfie Bank of As its dejxisits are not rais- 

cd at liigh -r rates than those of other lianks, this low 
rate siiows that-it engages in very safe and liquid business 
only, afi’ft'lhat it obtains a low return from sncfi busiru^. 
The pmp>rtion of its expenses to gross prolits is the 
lowest among all Indian banks, Viilaries and overljcau 
'expenses being only 25’*per cent. Us rale of net ^jrofits 
lias been higher than that of any other Indiiin Bank, and 
only yligluiy low-er tliAn that of the Imi^ierial Bunk. It 


'/ Soe MiU4iHji*n, Baifkimj lu /rtc/m, pp. 

* Hi*e Jhid., p. ise ^ 

* The ^riwrs prnhfn of a bank are tbo flJapTn^iic'e bth^wn its tolal 
eaminge nnd the iiitert^wl it paj> depwmtorB ami Afo btsfit 

aa a perc^tUage cf Uy total rcisuurceH. IbicL, p. 
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haj ufiljally paid only twjothirds of its net as 

dividends, and yet it has paid annually iO or lliper opnt 
dividend, as compared wkfi 12 jier cen^ of the lmpei;ial 
Bank, management is still feiibstantialfy in non- 

Indian hands. ' 

The Allahabad Bank is the oldest nrnong '^Judiatr*' 
banks, being started at Altaiuibad h\ Ihb5. But U has 
grown only from tlie onh h( the last century. In 
it was bought out by the 1,V and 0. Bunk, wJneb was 
later amalgamated with the Chartered Bank of tTndia, 
Australia and tlWna. Even before ISYI'l it was largely 
controlled Uy luSn-lndians. Since 1022, Rixrh conLrtJl has 
beeii cbioplcie. ' In 1923 its head otTice was ^transferred 
to Calcutta, but its o)ieriiCoHs are sijll chiefly in the 



rate of dividend htAi t)een mniiilained at 4fj ]>or centS 
J>ut its ?‘eserve lurid luis increased Httfc situ-e Uie end 
of the first World War 


The Ihmjid) NatioiiaT Bwik is one* of tbe few Vcally 
Tudian bank.s that have "Survivtid from the h*st ccuitiiry. 
It was started in lft9o. The banking crisis of 1913-14 


'was a great ordetd for it, aru* fts deposjts wi^rti reduced 
to hair. But afterwards it gradually recovered and in- 
creafied its strength. Nearly threc-foui tbs of4ts dcfxjsits 
arc fi.Kod and savings deposits. S;> among tlu\‘liig Five* 
it ^keeps lowest cash ratio. It ha^s also the smallest 
amount of resources per branch. Its ratio oj ex}k^nses is 
liJie highest, and its de|K)sit rate slightly h>wer-^HLn that 
of the Allahabad Bunk only. Its operations are mostly jrj 
*the Bunjab. Its ral<f of dividend used to fjc aljove 10 
beflhre the Depression, i^ince tium it lius falieu to G pe? 
cent. • I 

The Bank of Barocia was established in ]9(lH witli the 
sup|>ort^af thattKtalo. Its^ ojterationi^’are chiefly in 
^&ujSmt arfti Katlujiwaj-. In 1920 and 1933 it siiffered 
fa>m runs on ucccjiint of false rumours oJ the withdiiiwal 


; Ibid., p. 307 
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of Sl^^ak;funds and support Its rai3 of gross profits is 

ilie, iowt^Ht among the 'Big Five*, partly owing to the 

higji litjuidity of its as-sets. It? expense ratio is also the 

lowest if that of the Bank of India is not taken into 

* 

?w*coiint; this is due lo its large resources per branch* 
In the opinion ef ]Jr* Muranjan, “the bank seems to 
have ^reached the maxirnuin point of exploitation of the 
area over which ifc operates* For further growth, it 
must kxjk in the future to, other parts of the coiintiy^ 
and to oth^r dines of business’’.^ Its dividend rate has 
been sleady at 10 per cent* ^ * 

The Indian IJank wiis^ established in Sfadras in 1907* 
But until lO'lS, ils progress w^as slow* its rapid gro'^vtli 
sim'c then has hveu dne to„ii.Ti active policy <jf branch 
expansion in ihe pn^vince of Madras* Its slwes are 
owujed laigelv bv Nattnkkottai Chettics, and it lends 
*^jargely >lo them. Tn spite of tfu^ kcurcity of loanable 
funds in Houih ludia^ st has been offering rates on dept^sits- ■ 
low'cr than tliose trf I ho Allithabad tjid Punjab National 
Banks* But its hndiug ratr,i arc tljo highoat- Its ex- 
]>ense ralh) has been high \in accooiiiof ruioierous branches 
and a small-amount of resources per branch* Its rate 
oft Jjet fjrofit has: been Fii^;h, and aitliough it has been' 
distributing' only half (>f the net profits in dividends, the 
rate of thedatter in recent years hjis been 12 percent, 

I'he Bank of Mvsortyw^es established m 1912 with the 
support and general supervision of the State* A pro- 
jiortion of ik directors are State oilficiids. Almost uK of 
its ofhoc.'? lire in the Mysore State. * 

f* The Bluirat Bank and tlie United Coniniercial Bank 
■w^ere started in 4042 and 1043 bv Dalmia Brothers and 

. - .i- ^ 

Birla Brothers res^x^ctivoly. They ate inakiog rapid 
progress arid already have deposits amounting to Bs* 13 
crores-each. 

The Foreign ViXper'ts associated with liie Centi*&s} Bank- 
jrfg Oornmitlee have expressed the Apinion that, taking- 
into'itccount the predommantJy agricultural character of 


^ Ibid., p* ,214* 
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Tnuia and the present ^tage of its econoihic dev^lopin^nl*, 
the number of credit agencies, iiiehjdmg intligeiyjuji 
bankera, and the aniount uvaiUible for the granting of 
credit cannot be said U> be iiisuffieienb; that no lunk, 
unless compelled by law in rettjrri for henefils eohferred, 
can be exj)ectGd to extend its acHvitios and to,, open 
branches in new places, linit^^s Ihoy oiler it a fair prowpet;t 
of reasonable profits in the noai' future; ifuit ti)e iitnn^Wrirtre 
problem in connection with l>auking in tjic couytry is 
not one of cx{)a>sion, but td‘ the argnniziiiion, consoli¬ 
dation and co-a^dinatl^nl of the exUting baulking agcTicics 
wJiich ^are marlsed otf into different efuKses,tcrwh doing 
distinct kind of businens witfiout suflicieiitly elosti re¬ 
lations with the others; ancl that it is'only Jatet that a 
considerable increase of hanking/acilities will !^e rc^Jui^cd 
in rU;cordance witli 'jhe devclopjnent of tfjc (y'or«miic. and-, 
financiiil life of the conn try and, tlierci'orc, ’with the 
growth of banking jjjssihihtics, wil hwiit whic/i no modern 
banking faeilitiei^ can l*e^^^jpeciii:d. ,, * 

The general opinion* Ivowcver,* until very i;p<'erUly hafe:. 
been tluit the ]progress of Indian joint-shx-k bankijig has 
been uneven in t^Jic countjy, a^id not in kocf>irj” with 
the needs of its diflVrent parts* and thaf tiic banks fiaVe 
been slow in eslablisliiiigjnaucbcs, 

The following figures bring out LfJm juJsitioii of (he cash 
balances of these banks ' * 


Peveentage of eaflh to liabUlties on deposit ^ the 

end of each year 



BftcU hnv. 

aaS r.^rvo 

ofRs,Slflfcl]S| I ^ 5 
and over I 


24 

24 i 
18 


Bank»j hav- 


j Eaoka baV' 


roK *"? 

r_._ AV'd rt'serve 



Year and reserve 1 
of Ks.5 lakhs 
and ever 

» ! - S 


1921 


between 
(b, l-ATid 5 
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Y 

Year 

1 

hav¬ 
ing capital . 
hand reserve 
of 5 lakhs 

^and over 

Banks hav^^ 
ing capital 
and 'leserve 
betvffien 
Rs- 1 and 5 
lakhs 

1 

Year 

r Banks hav¬ 
ing capita) 
and re^rve 
of Ks*5 Jakhs 
and over 

Bfinke hav¬ 
ing capital 
acd reserve 
'hetwefn 
Rs. 1 and 5 
Jakha 


21 

13 

1031 

15 

14 

W2S 

19 

20 

1935 1 

23 

J6. 

1926 

15 

24 

' 1936 

16 

13 

1927 

13 

15 


'7 

16 

192ti 

13 

15 

193S 

14, 

15 

1929 

14 

13 

1939 

17 

IS 

1930 

12 

13 


2i 

18 

1931 

12 

U 

1941 

19 

21 

1932 


17 

’ 1942 

23 

28 

1933 

1 

. * 

15 1 

r 

17 

1943 

24 

32 


The position, a wliole, has not been unsound, in^ 
Rj)itc of the redncj iOh in the peicentjj^C! in several years- 
Tile rjducti<in whk aee^inp!Lni;(.J by an increase in the 
lA^ldirigs of tile banks in fjrovfirnmerit securities* The 
creation of a for ward market in theni inis helped to re¬ 
duce tlie rtueLnatiofis iri*tlieir prices, jind to soil them 
wixhout nruc-h loss, and also the practice of the banks of 
obtainin^T loans from the Tmpfvial Ibmk against them, 
in of need, inertasod during" [3ost--War periods of 

tijibt nionev. ^Hrev can obtain such loans now from the 

W-> I t, ^ 

lleserve Bank, if necessary. Moreover, wlien tlic banks 
ol>tain fV*nosits from several areas wide apart from each 
other, and wben tliey have a reasonable expectation that 
lue growtli of public confidence will eiiablo them, not 
*ctily to renew the deposits, but also to tap new somcea 
of deposits, and to obtain a comlant flow of funds, same 
reduction *n the proportion of their cash to liabilities is 
juatififcd. Finally, the facility of re-discountiTjg bills, 
wjiich is how given lO Ihem by the reserve Riink^n^r.kcj 
theis position sqpnder in this resjmet*. 

2. Operations of Indian ]aint>fitock banks, —The main 
business of these banks i. to attract deposits, currerit, 
fixed and savings, end to finance trade by^vin^ short- 
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terip aiJVanlTB apaii]st e\m\y milKiibio Hoeuriticij op?niiig 
Ci^flh credita, ami dist^ountiiig iidand bills of 4 xe!iuiige. 
TJiey also fiJiUTice the movctiitiit of^prudiKv froAi 
'villages to tlie oxpoHing jK>rts and of importsTroin tlio 
ports of entry to liie distributing n^niros. Their businoss, 
so far as agricultiirHls arc^oiKCi ned, is usually voiifiiied 
b> the larger landliolders, the planfers, and ollie”who 
can offer tangible and marketable secui 'Jy* I'^ey t^iid 
4 or h per etH'il^inteuest on fixed de^v^sits Itir a yeai% and 
2 and 2^ pei'VTnt on eunenf iicfounts, dining th^ Mack 
atid busy seastnis respectively, provided tJiaii a ininJiuinn 
inoiitlilv lialaiu'C of Its. tit)t7 or \^^Js muintaiued: but, 
on aeeniiiit of the economic depression they litue^fnidually 
ivdiuaal (bese rates^ and now -pa_\ 2 (ir IJ per cent on 
fixed dejio^ils ami \ per cent on cuireut acc<iiifiU, 

In the bigger towns, w [jere sto<*k exclninge seeyrilies 
are available, ii lajjge |Kirtioii of tlleir advances k made 
against (be fi^ptnhecfltii^; of these* ser-unties. In Ijje 
interior, where such ,securities fre not available, jnhance^ 
arc made again^'t liypotliecation of ngricultaral products» 
such as gram aiid colfon. ^\s*jiutihc ^ a rehouses do not 
exist in India, as in 'Western countries, the banks have 
to main tain tlieir own ^odf>wns for tjus pur pose, nr to 
take 'possession of the godowns oi,*tho cusloiners to wlioin 
advances are given. They afso make ad\ai4Ts to nier* 
chants a^iiiist tlio security of pieccgix>ds and other qfujds, 
and to factories agairist the secunly of theif*^)ckdn- 
'trajie, or sonic otfier tangilde ami marketable 
Further, they advance mone^’ against mortgages of pro- 
peities, blit this is usually a sjiial! part of flieir fotar 
busiiicsy, as projjerties arc nt^t easily saleable,^ 

The banks also make clean adtiancos againsit personal 
security^evith twn,^ignatiircs fp tfje prom^^sory n^tes gjven 
'fhtdj 01 sowers, promissory notes’endorsed byiSlu'ofts 
or Hi&naging ag^enft? are f|uitc acceptabl^i to thoiq. The ^ 
hundi, which ia even now ft seel to a substantial extent by 
Indian traders, although its usi has diminished in recent 

* * ''* 1 < 

* ^ See^htlcuTr of Indian €6-7, 


M. ■ 
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yearus^, is also in reality two-naine^papfir^ as it is endorsed 
by indigenoiiH"bankers, '^Hcwvever^ in compnrison with the 
volume of trade at id tJid* financial assist ance needed bv 

r 

traders * the quantity of two-name piipai acceptable to the 
banks rj rather small,' and the advances frjven by thenr 
af^qipgt, such security form a" small part of their total 
advances. 

The r^ost popuJar methods of lending are the over¬ 
draft account and cash credit account, by- X^^hich an ad¬ 
vance IS made against a promissory note Signed by the 
borrower and secured by the hyfxithecatioii of bonds and 
shares in the fonner case and, commodities in the latter 
cose. Tficse methods are b^meficial to the banks as well 
as their customers. The latter pav interest onlv to the 
extent to^wliicli tficy use the credit frtJm day to day, and 
they can pay back at any time any portion of the credit 
actiiaHy used, subject to a minimum intei^est clause, 
which means that flrey have to ^ray Interest on a minimum 
feiim, usually one-half of tJ'ie maximum credit allowed to 
them. Tlie lianks also can curtail or withdraw the credit 
at any time/ ' 

These banks do also agency and safe custody work^ and 
transfer mcney o.u behalf of their cufitomers from one 
place to atiolher. Thev buv and sell sliares and other 
stock exchar.go securities for the public, and thus promote 
the luibit of i/ivestment, but their work and organization 
in fJiis P'-'cipeet are neither as large nor as systematic as 
those of banks in Western countries. They do not do anv 
'trust' business,,|do not redi=icooiit iheir bills, and do not ^ 
do the business of bank acceptances. Most of them Also 
do not do^any foreign exchange business, and take no 
[lart In the financing of India's foreign trade from the 
Btaj^ at which exports lea^e her portf^ or to the stage 
af which imports arrive at them, f'hree of ^theth’ rfkve 
begun yiis worb recently, but owing to the special advan¬ 
tages possessed by the ex<|haTige banks, have made little 
progress in this business. ' The small banks are generally 

H- ^ ^ 

* * See Central Cq'ninit, eo Eepert, p, flSl, ' , 
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loitn offices whicli advance money to the and 

agricultural classes,* ’ * , * * 

3, Difficulties and Defects *of Indian lolnt^stook 
banks.—It is seen from HCction o of (Thafiter T, fha*t th&. 
scope for the expansion of Indian joiAfc-stoek banking is 
still large. The abseiii^e^of bunking facilities iiiiM lead 
to the temporary locking u)) with indivuhialf^ 
funds, wliich tliey have to spend later, but which tliey 
would make i^vailable for tlie dcyel(>pment*of»ctetrit facili¬ 
ties* especiallyf^ffuring the busy season, if banking fapilifies 
are made available to them. * 

In spite of tiie large hir expansitin/tho progress 

" of Indian joint-stock bank4ng has hcmi kIo^v, because it 
has liad to face the following difficulties :—* 

(I) Indian lianks liave so roccived little /.uicourage- 
metvt and siipijori* from (loveriinientv jt^ uffif.inls ana 
public fvmlies, and Muukti[nl, Porl^Trust and University 
funds, funds of (^uftrts^o^ Wards, PTicutiibercd esiales and 
minors' trusts and other ^iVusts, amf similar funds ha ye 
not been kept w ith thenn ‘ * 

f2.) They have not ficon able to do foreign cxidiange 
business. In vfew of the J^rcal liquidity, safety und 
profitability of genuine foreign cxeliaiige busiitcss, tliis in¬ 
ability lias been a great bandioap*lo I Ijciu. Moreover* it 
has meant not only loss of a#]arj^c income to India, but 
also considenible difficulties to Indians cngagM in foreign 
trade. ' ' 

* (3) They have to face the competition of a number of 
^ exchange banks, which have appropriated a large paft 
*of,thd deposits and the morft profitableiinternal bankji>£_ 
business of the important tgide*centres.^ The less pro¬ 
fitable business in the smaller centres is ler?.,eniirelv to 
the Indian banka, but these find it difficult to haifdle it, 
rif f.bfy*eannot c5n:jDine it adequately Wa'tli theunore-pfo- 
fitable business, to average the lean with tJfe fat. 

' (4) A large part of the^trade and inefustry, ih^India is, 

, ' Bee Mr* SbrefE'e Mr, ThekA-'s itatefflent?,* Centre! Conomittee 
^^ETidenbe, V«i.,.ll, pp. 399 and 433* * 
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contTollecl+by non-Tndiaiis who naturally prefer to deal 
with''baTi&s gf their're!5|>ectivo eoiSiilrhis working in lUdia. 

(5) Eyen Iiidian firms and business men, wfig are in 

I tm * 

cubordinatc relations to non-Indian business firms, as 
brokers, agents, elc., or who have dealings with non- 
Indian'' shipping and insurance companies, are said to 
befi'-vT^'^iwd to deal with Uic exchange banks in preference 
to the Indian hunks, 

(G) Therc'Mtf the competition of the Injperial Bank, 
’whicK has derived status and gain from'tjio free use of 
Government bdlaneon, wliilc these advatitfigcs have been 
denied to the Indian banks. , Tlic competition, however, 
is not a^'ute at present. Thtre is 710 competition with 
regard to liorrowing rates, arid that with regarfl to lending 
rates ha^ nmvetl advantageous to trade, as it lias reduced 
iheru. Further, the branches of the Bank have provided 
trade with facilities for remittance and the easy flow of 
moiicy#from one centre to aJiother^. Tito Ceiifcml Bankhig 
Oonmiitteo lias sunnned up ilhi situation thus : “On the 
one hand, fnt\v are looked upon a-s dangeroufi rivals by 
the indigenoifs batikors, !i;id on the other, they frequently 
find iheniMclves hi opposition to the olU established ex¬ 
change banks and the ixiwei'fiil Tniperlal Bank of India, 
Placed in tiha positiom therefore, they have been called 
the Cinderella of the Ihdirn banking system, and Iiave 
only been Able to exist amidst bickerings, suspicions and 
eoiiifibtitum."^ 

(7) \tIamcrous bank failures dificoiiragcd until very re 
rc^ntly investment in hank shares, which eamc to be Re¬ 
garded as highly sfieculativt., and the fdacing or i^ene^val 
with bunks of the dejxjsits pf the iiublie, which in nlany 
cases prefyfred to jilace them direct witli merchants and 
industrialists. The failures also discouraged entrcjireneurs 
f^om starling new banks, ' ^ 

(§1 Some Hindu and Mohammeda^q laws and customs 
regarding pnccession to, and ^transfer of jighfcs in, im¬ 
movable property make unsafe for the bunks to give 

^ ' lUpoHi p. 390. 
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loans ou the security of such property, Tiie <tevel<»pment 
of credit hampered* if a system does ru>t enforce 
a prompt fulfilment of contnicfi^ij antf the (jrant ot credit 
at moderute charges is not practicable* if lenders have 
to provide insurance in their trrfnaac.tiuns agaifist legal 
obstacles and the da^i^efs of unjusi heatment Jii» the 
courts. ^ • 

(9) Although* for short-term loans, in<Drtjgag6B ett'ected 

by a more of documents without uny mortgage 

deeds or registration are the uiimt convenient tfj Business 
men and tlicHninks* under tlie Transfer oEd’roperty Act* 
sHcli equitable mortgages' as they jy'e calltid, arc valid 
only in the three ihesidency towns inulTvaracHi and any, 
other town whicli the (iovernor-tienenil in*tV>itiicrl may 
notify. Tins restriction has been imtMJsed lo’iw'eveiit 
exploitation of illiterate a^id uribusinesslike jicrsons* but 
the banks ai'e ha^^liciqjpcd in tlieif operations by the fact 
that cquitiibio lIlor1gftg^£,are invalid even in important 
commercial centres other Ijjiian tiie fo^r mentional 
above. # 

(10) Althouglj the Tuiperi|jil'Bank 1 ^ 10 vided tliem with 

remittance facilities at tlio concessioniil rale of J anna 
per cent for transfers of sums of Ks. and over 

bet^veen llieir Ijranches, as against its usual rijLe of 1 anna 
per cent, tiie Central -BankijijjJ Cornmitlce fowid that even 
this charge was higher than that made ip o/lier countries, 
and that tliis prevented the banks from makii^fjjthe most 
'of the financial resources of the country and low'critjg 
their ^charges. The Reserve Bank now provides its 
scteduled banks with remittance facilities free of char^ '' 
for* transfers of sums of Rsf lO/KKJ nod oves. 

(11) AltJiough in the legitimate expectatioi* tbaj (Jov- 
ernmery; securities would bp pronipfclTi tonvertible into 

’■£! a period ofVstress, the bankft invested large sultis 
in these securitieE*, they were not able Jo borrow readily 
fully from the Imperi*! Bank againat such securities/ 
There has also been a prejudice against tl^ rediscounting 
df bills by Jihem wifh the Imperial I^nk. the 

latterT^ther did notfediscount their bills Ireely, ^ charged ' 



iGC 


BANKING IN INDIA 


them ^he mme rate-iliat it charged ijs own customer 
for their bills! 

^12) Many banks in India W'ork with inadeijuate capital 
and reaervew and* tliarefore, anlTer from many iiandicaps* 
They ha^e in offer nndiriy higfh rates of intercat to attract 
depog^^*^and to be able to pay Vheih, they have often to 
, undertake risky 'business. Moreover, to attract deposits, 
many of Wicin^ is spite of their sniall size, open branches 
not only in their provinces, but also in jrli^taiit placG.s 
ill olher provinces, Wlien they extend th6ir ^ictivities 
too far, tliey svifTer from the diflicutties wliksfi small iijsti- 
tutions have to face^ sudi as *thc competition of largei^ 
hanks and* inabiKty to employ'wll-qualifKid staff or to 
spread their Ssks, Such l^aiiks are the most vulnerable 
*-,*/jnts in IridiaU blinking system, andtthey become ex¬ 
posed as soon as Indians credit system experiences the 
slightest shock.^ 

Further, the mechi^nism of tlje'working of these banks 
sulfers from fcl»e following (Refects,'— 

(1) Investtncnt in bills lycciipies an insignificant place 
in the structure of their ^ijsets. The development of 
credit facilities is hampered by the scarcity of ti^ade bills 
and the absence of bank acceptances, so that the banks 
are compelled to invest •a relatively large proportion of 
their funds gilt-edged S^ecurities. The absence of 
bank acceptance, credit is due to the popularity‘s of the 


cash cred^ii^iiystem, to the pnietical absence of documents 
oMitle, such is w^arehouse receipts, and railway receipts^ 
in a suitable form* to the hi^h stamp duty on bilfe, arid 
•^^the difficulty o¥ introdjicing a fonn of bills acce^taye ■ 
in tho whol^ country. The-reasons for the scarcity of 
bills will Vj examined Jater. 

(2) Whereas cl^n advances against the personal credit 
of •the horroweiR only, without tangible fteciyit^,^ a,,# 
second signature^ occupy a large placf in the banking 
Systems *01 Western countries,* their use is very limited 
in India owing ,to the abseijce of the policy of ‘one man. 


^ <7/, Repojft of the Foirth General Meeting of tho Shitreholdora of 
the Beserre iBank India, p, 33. % -f 
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one bank’ that prefrails in the West, to the esiftteiice 
of the managing^ aj'ency system, to fl}e iibyenSe of com- 
mercial agencies like Seyd’s iri^EnglYid and Buna’s and 
Rradstreet’s in the tJ.S.A. for supplying the hanks with 
infonnatioti regarding the fitianciaj status of the borrow¬ 
ers, and to the provision in tl^e Imperial Bank of India; 
and Indian Comj>anies Acts, laying down^that thc-fcriilka" 
advances must be shown’separately as secured and un¬ 
secured in i^eir balance-sheets, coajled*Tl^e habit 
of the India^Ti* public of regarding unsecured advances 
against properly appraised per Son a 1 credit of borrowers 
a:f unsafe and unsound, whereas they are regarded as the 
best in the West, * ^ , 

In the opinion of the Foreign Exj)erts asiociated with* 
the Central liunijing Committeo, the unwillingness of 
Indian customers to supply their biinks with Tull inform 
mation regarding their resburces apd the ];x>sition of their 
affairs is an impoiTant cause of the small amountmf clean 
advances against the ne^Soiial credTit of the borrow’Cfs, 
but this opinion is not snared uy tlic ContraT Committee.^ 
(?y All banks conduct their .work in English, and their 
Gheque-b<^>ks, p'aas-booka arW [)ayiiig-in-Bltps are. printed 
in English* Only a few banks recognize clieques and 
signiitures in the vernaculars. * But* the proportion of 
Indians who can read and wriiV English i.srveiy small* 

- {4) The hanks have done nothing to develop a technique 
suited tc^ the conditions and resources' of tlj^ country. 
^'Tliey have been content to be rather ineffectuar'iniifcators 
of European models, and have not shown originality w " 
initiative in chulking out ne^ lines. They have not 
bined even that efficiency of* the excliange bi^^ks and that 
simplicity and economy of tlie indigenous bankers, which 
would ^ave enabled them to witbstm^d-tbe competition 
^ofe■^v:th ^ith cqua^iimity. ^Inny them have adopJ;ed 
an expensive sysVfin of managpruent oij the standard set , 
by, the Imperial Bank #nd the exchange .baitks. Yet 

* ^ Foreign Experta' Report, tjentral Cocnintilce Report, pp* 393 
and gJo. ' t 
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their^niain- weakness is tlie poor qaaliiy of tJieir staff. 
No stilted"to the iieedft W the smaller towns or 

the a^tburbfl of bi" towns is given to them, “Premifies 
of Indian, banks are apt to present the api>earance, some¬ 
times of a lioliday fncnic anti sometimes of the confusion 
and dis<>rder of an Indian hasigor,!' Little attention has 
bedi^-paid to tlie planning and execution of bank organiza¬ 
tion, Little utteTnpt is made to distinguish between pro¬ 
fitable iiVul KTiprofitable activities, and theje is no cost 
iKTiaiT^ting <ir specific investigaiionn. ' ; 

(5) The elm rge that Titdiun bsmks distribute too large 
a pro|K)rtion of their net pTofj.tH as dividends, in order^to 
develop false _j)n!>lic confidence in tlieinselvcs and to 
'raise the values of tlieir shares, is not true of tlie older 
a|id well conducted hanks. Tlieso, except in year.s of 
'depression, hafe rarely distiihuted as dividends more than 
60 per cent of their net profits. The values of their shares 
liave followed the coutse of stock cxchatigo c^^cles and have 
not been unduly inflated. lUit fieiv bankH f>r banks wliicJi 
have not gaiffed the confidence t>f'thc jniblic, often declare 
dividends, although they have not secured adequate pro¬ 
fits; because tlie jmblic is apt to regard 'absence of divi¬ 
dends oi' low dividends as an indication of a doubfiul 
future for a'bank. ‘ It iicdifiiciiltTor them to give up this 
practice as long as tlie phblic fails to appreciate that low 
dividends or*'teniporaiy absence of dividends can be the 
result of nrudent managenienty 

4 i -% ” 

(C) Soine of the directors of the banks are not business^ 
nnco or financiers possessing aulficient ability and experi- 
and, therefore, do not inspire much c^onfidence. ^ 

(7) They have shown aTacfe of c-sprit dc corpft^ and have 
suffered fr^£i mutual jealousies. The worst sinners in 
this respect hav^s been those which have been the loudest 
in Jiheir condeinnaCiou of the exclusiveni3sf» of the 
bank^ audHlie Tm})eriat Bank. In aeiT/^ral cases, Inman 
banks aeekiqg agfents at centres, which have both Indian 
and exchange banks, have j^reierred the latter, and hav© 

^ Sep Modvrp Banking m Tndiat 340'!. * ^ 
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shown a similar preference in sollin" T.T. on other Ipdfnn 
centres, or placing call money, Tlie^vhave hadno^aso* 
ciations to consider matters of mutual intfei'eet and to 
decide upon lines of C(>-operution fo? miproving* theh 
standard of banking, removing elenjepts of ft?eakness, 
and promoting the amalgamation* of small with large 
banks* An important len^^ni for theii' failure so far.to 
secure a fair hearijig for their grievances tis this lack of 
co-oi>enition and failure to^present a unitfd fjoui*'^ 
Newly estajibshcd Indian jomt-&tt>ck bank?} are said to 
bo hiindLcaiJpcd by the following two additional 
obstacles ;— « » 

(*!} They may be deniec^ entry iuto clearing houses, 
which are owned bv associations of member hanky, under 
the influence exercised by the ^xciiauge banks and such 
denial may alTect ilicir (redft adversely. , • ^ 

(2) Tfie sui>t*iioi: ofliccrs of some of file exchange banks 
am said often to endeavour to discredit and disparage the 
work of those ban\s in*^he eyes of^ the Indian'public 
through the inediiim of (Ijeir owji broker's and customers!* 
4* Suggestions for removing defectSp—Unles^s these 
difficulties arc tackled, Indian jgint-fflock banks will exist 
'only on suiTcraiice, and in the*r backwardness will lie Ihe 
bcickwardness of tlie country* If the dil%Milties are 
■ removed, the banks will progre-ts laj^idly because the 
Central Banking (kjmmittce tiufl pointed out^*tliat many 
of them have mIiowii enterprise, pirrsiylence and stamina, 
Most of these difficulties are capable of^ellraift^ion, or 
conBidcrable nutigatioJi in tile following ways 

{1} Government- should lay down a policy of encourag¬ 
ing ^tht? growth of Indian joiifl-stock hanking, imd shoultU 
grant tlio banks concet?sions similar to those ^irhich have 
been granted to the co-operative banks. The farmer can 
promote the economic progress of ihe ^o^intry as !nuch 
Rig |he fetter, ifoitover, thfey havo been subjected %> 
•regulations*and restrictions on public ijrounds, and in 

* i * 

^ lb* stafement of the ediilhrs of lodian Finance, Central Coni' 
mittee Kvidenne, VoJ, TI, pp, 300-3, 1 

* See Centra] Comniitteb Mitiority Beport, yf. 123-3, 



170 


HANKIKG IN INDIA 


^ 1 

retuni for tlieni fiiey ure entitled tc) coiicesglaiis. 

declaration of this policy by Oovernnient will improve 
the baiik^ing Ittmojfipbere in this country considerably, and 
if anu when the banks are found securing large profits, 
tfie concessions can be reduced or withdrawn, or the pro¬ 
fits car. be subjected to higher taxation, or the banks can 
be made (o render services'' to their customers more 
chea^y. 

Tluis,^ the baulks should I)e given remittance concessions, 
anil froedum froju stamp duties and regiskatioii fees to 
the ektent tiiPt tlicy are enjoyed by thj co-ojiierative 
banks. Moreover, exemption from super-tax should be 
given for a hnbfcd ^x^riod, if t;vo Hinnll bank.^ amalgamate, 
and anv other obstacles that niav be found in the wav 
of such aufialgaiijations, sudi as stamp duties or other 
-4axatlon, *sliould removed. FurUier, <ruvernment 
should conduct its credit operations in "ways I hat would 
minimise the difhciiUies of the banks in respect of a rise 
in the"‘price rd credit, or a d^^i;ro';iiii'am in the value of 
^Jjeir reservt^H. 

(5^) For removing unljealtliy competitiun between these 
banks and tlie cxcliange -birnks, and substituting a spirit 
of c/>-o|>eration, tfio ('cntral l^anking ('oinrnittee and the' 
Foreign h>peits associated wif^h it have suggested the 
formation of an All-rildia Bankers’ Asaociation, one of 
whose almfj^should be the “laying down of princrples and 
conventions calculated to prevent unhealthy competition 
and ove^p])mg among its members. But the Committee, 
with the exception of Mr. Subhedar and Mr, Sarkai!:, 
IK not in favour of placing any roatrictions on the’ branch 
*1ictiviljes of thd exchange feanks in India, in the' larger 
interests of the countr}% beyond the restriction included 
in its reiyiminendation that any bank wishing to open a 
new'hrancli sbo;jId he made to obtain .for the purpose 
a Ifcence froin the- Tlescrve Bank, ,1ivHich should 
that the provisipna of the law and other conditions specie' 
fled in'the-licence are carried^out by the bank. 

Mr, Subhedar, Mr, Sart:ar, and a number of witnesses 
before the Committee have suggested that branches of ■ 
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the ©xchunge banks §houId be confined tra po;*t toivni^ 

‘ only, that they should be made W close their exiting 
branches in the mteriorj that they should not be p^mitted 
to receive deposits from Indians or eonipanica registered 
in India, and that, to preventf thein*l’roia obtaining con¬ 
trolling interests in Indian inint-stcjpk banks; the foreign . 
elernent in tlie shareholders and directors of Jlie latter 
should be confined t6 ^ Vninority of 40 per cent, or^ lesa* 

More moderate suggestions of other witnesses have been 
that the existing branches of the (jxdi^nge banks in the* 
interior slUn^Jd not be toueliedj but that flioy should not 
be allowed lo open any new branches ip the interior, and 
that they should be ullmved lo ohtiiin only such sums 
by way of de[>ositH froni*Indiiui people and companies aa 
they am prepared li> use in the country for*the fmanca 
of her fr>reign trade- This Hjjhjeot will be^iscussed mofe 
fully in tlie nc:tt chapter. ^ ^ 

(3) The Central Cornpiittee has recoininended that to 

encourage IndiiJji joint-sh>ck hanks to open new branches^ 
t!ie ResiU've Bank*shyyld place fur the first "five years 
with every new l>r!inoli f^peiv^d by an appjjovcd joint-fiiock 
bank at a centre which has no hankiui^ office, a dejwsit 
f>f sudi a supi on sucli coiidiilons as it may consider 
neccssiirv; that it should transfer funds <m behalf of such 
banks between oentr*is at which it has hrancfies, free of 
cost as a natumal service, to'help tlie equaliRation 

of interest rates Ihroiiglioftt the country :* thal it should 
give’these bunks facilities for re-discounfing their bills, 
at Hpceial rates below the bank rate wlier^^r possible, 
and for securing financial uoconimodation on pro-notes 
against suitable collateral; and that it should develo^f the 

•use of trade bills in the place of the* existing cash c^pdjt 
system. The Reserve it^wik fius given effect to the second 
and third of these recommen^a-tiona. It is unfortunate 
tha^the first Jias not been included Jit the Bank 

'Act. yhe last will requn^e tinier (o be earned oat* 

(4) The Cen4ral Committee and f3ome of th^ Rrovineial 
Committees have recommended that tfic legal impediments 
to the development of cro' it presented by certain pecuK* 
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rarities of Hindu and Mohammedan !awg which, aa seen 
aboi/e, jiiake it difficult for the banks to accept immovable' 
property aa a normal security, sliOuld^he removed, and 
that the provlUons of the Transfer of Property Act re¬ 
lating to equitable "inortgfigea should be extended to a 
number of coirimet^ewl centres throughout the country.' 

The following arc Bofne auggesUoUR for removing the 
defects in the niechaniRiu of the'work ing of the banks :— 

(1) They Khoirld endeavour develop the practice of 
*0116 manv'onq and should launcli upon a more 

progressive policy of giving clean advance?, ^igainst the 
personar credit of bormwers of undoubted means and 
character, Baliks in Western countries have found such 
advances just as safp at id palishictory as two-naine or 
collateral papier. 'With the increase in the number and 
the scale of production of business concerns* however, 
iiidian banird find it very difficult to keep thoniselvCR in 
close touch with ihoir borrowers and, as stated above, 

■ they are handicapped by the ul^sence of special agencies 
for ^collecting the rcq'uired infoVioatioin Sonic of the 
barfks have spcs^ial departmet.ts for’obtaining information 
regarding the financial standing of their clients, and some¬ 
times, they interchax'gc this ^formation, - But in this 
respect, as in rtianv others, fuller and freer co-operation ^ 
among the banks is riCeessary, ' 

The Bankers' Association,^ suggested above* should, 
tlicrcfore, arrav.ge for a more systematic pooling of, such 
information, and should build up an organization for the 
adequate cfffll^ction of reliable inforniatioo of this kind. 
Thi^ information can be obtained also from the balance- 
sheets or financial statementsr supplied by borrowers, 
iSCrrie witncRses before the ^ Central Banking (k>mmjttee 
and the Foreign Experts have expressed the opinion that 
borrower^ m/India are uiiwulUng to explain fully their 
financial 2 ;>o^^tion to 'their bunkr* The tommittee, how¬ 
ever,*^ has found that the charge is unfc^inded, aiid tH5E 

i * 

f **&ee Bmhay aad U.P. Comnrittee^ Beports, pp, 191, ISO 

and a07 reBpectiTcly, 
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the banka have *generjiflly no difficvklty in obt-aining 
financial gtatements tlieir customers before loarife are 
given to them/ * ^ * 

(2) The banks should i^enait .their glieutH fr^fe use of 

the vernaculars in tije various fields of banking, includ¬ 
ing cheques, pass-books and puying-ifi-slips, and^slnmld 
not impose any special,re,sfictions on tlieir use, as such 
restrictions wtmM defeat the very objeett oj alloTving file 
use, ibe growth the banking liabit among the 

Indian people and an increase in the custcoicrl! of the 

banks/ 

(3) The banjfs can learn much from th'eii; competitors 

on -both sides; they slioujd comlnne the economical 
manageinent of the indigenous bankers-willi the efficiency 
and inodoru methods of the exchange bunks and the 
firuieriai ffiink. IJJicy should Jlso copy I be tgade union 
spirit of the cxcfiange banks, if tlicy want tHeir grievances 
to be beard and redressed.' ^ 

(4) If the banks find^tbat (be opening of new branches 
would not pay them ow iiTf? to iiiadeq^iiate business, they 
should oiien in small centres,*in the nelgtfbourhood of 
bigger centres in wliicb they h^ve regular IVtanclics, sub- 

^ branches, which *at first wouW be kejjt open for 3 or 3 
da-ys of the week, and managed by a small staff spared 
for these days by the heiglibouiing reguIaP branches, 
and whicli may later deve)i)p 'intn regular fulhtime 
branchesk This ayatein has done much to exti?nd banking 
facilities in ibe rural amis of aome Wei^tern cguntrios, 
and the Imperial Bank of ^ndia also has recently‘adopted 
it with benefit to itself and certain localities. * 

\ (5) 'The banks sliould pay more attentu^n to the recruit* 
men* of a well-trained stafT^wirii a knowledge of locar 
conditions, and should endeavour to secure me services 
of members of indigenous banking'fainiUcsj. • 

, (6) They should riaangc their business houue in »tl^e 
jinoTussil dtfring the+Tjusy season to suit the cx)nvem^nce 

* K^pojrt, p. 364. 

* Somo banka allow the line nf the 'MTitaciilara but^aiibjeci to certain 

special See Bombay Coo|Riittoe l^eport, p. 
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of trade, wherever this change' is desired by merchants, 

(1) Organizations of sLarehold;?ra in other parte of India 
on tne lines of the Bonibay Sliareholiers^ Association will 
prove useful in inducing aliareiioldera to take a more 
active interest in. the affairs of the banks and in the 
election of their ihrectors, 

^ (8) It should be borne in tn:nd that llie eli ini nation of 
impediments by law can only develop a healthy atmos¬ 
phere for the expansion of banking^ that Government can 
give only encouragement and guidance, and that an 
adequate expansion of banking on sound ^lines must de¬ 
pend vitally on the initiative and enterji'^ise of banking 
pioneers and entrepreneurs. The Central Banking Goin- 
mittco has, tlnvefore, riglilly stressed the need of carrying 
on a systematic propaganda, for infusing the required 
optimisni anc^ initiative into the enterprising sections of 
the Indian public, leading to the needed quantitative as 
w^ell as qualitative development ot Indian banking. 

5. for mo^ branches^cf .existing banks as well 

<&B for new Jocal banks.— In a big country like India, the 
expansion of joint-stock banking should take place pre¬ 
ferably by nmans of the e.^^tablisfnnont of new branches^ 
of the existing banks ratlicr than the creation of more 
new l>ank^, becuii.se large parent banks can distribute 
their risks anioiig a ntpuber of branches, deal with kwal 
crises far fpore effect ivelV than small local banks, and 
secure an increase in business and prestige. The large 
joint-st^^: banlcs, therefore, should try to follow the 
example ^et by tlie Imperial Bank in establishing a lai^^e 
*number of brancheSt But the expansion need not' be only 
the basis of the establishment of more branches of 

n I 

large banks, the establishment of small local hunks also 
mav he encouraged for the following reasons ^ 

6 ) TJiere is ftill much local sentiment in India and 
ItcuI wdll-to-do j>eople would in ftiany ca^s feel* fer 
greater interest and confidence in ic'cal banks than iff 
local btunehes of distant banks, ^ ^ 

^ See A»ahm Committee p. 318. . 
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(2) Local ban^s would give local wealthy jncn much 
incentive to play prominent role &is directors/and so 
to,make their reapurcfta available to tlie * Such 

men can be only depositors or ^^lareholdera of big banks 
operating in large areas* Thevy wouJd, tfierefor^fc, have 
little stimulus to interest themselves directly in the 
working^ of sudi banks, and may t^rcL'er to engage them¬ 
selves in trade, induM;ry*or ijKligenous banking, which 
would give tliem [vmfits as wadi as wkjioJ status, 

(i‘J) The concessions rectiinniejided befoj'o for j^rjint-slock 
banks jiiyluco some private hankers, hidividually or 

in groups, t^ form local joint-stock banks to senura the 
concessions, tnd yet to niaintjfin their separate identity* 
Ifut for these concessions^ they w^ould have little induce¬ 
ment to transform tliertiselves inW joint-stock banks, 
.because tlie transformation would mean payment of 
heavy regisiratio?! ices, the keepiug of accouris in certain 
prescribed forms, and nnwelcojne jjablieV.y. 

(4^ Banking development in iinniy Western t'onniiies 
has taken the form*ofJ:be establi^jlmicnt of sutall Icxjal 
banks, wfiich bavo gr£KluiLll\ increased in number ,yid 
size, and which have nl tin lately found strength and safety 
by the procses^of amalgamation as competition became 
severe* The establishment*of smainocal banks in India 
will be hjciJitated, if, large banks, and esf>ecially the 
Keserve Bank of India, provide tlieih with the required 
stimulus and guidance m t+ie spirit of a foster-mother, 
and apportion of the staff. Some of tliem may even find 
it useful to take iij) shares in the local badks,^jjys this may 
help them to secure adviintageoua local connections,^ The 
Nidhis of the Madras Presidency and the loan offices •of 
the Bengal Presidency caA, thus, btf transformed 
sound and strong local banks under the stjmulus of the 
concessions, mentioned above, t^ie encouragement of pub¬ 
lic opfnion, and the guidance of tli^ JargeiNbafiks and 
'^overnrqenfc* \ * ‘ ^ 

Finally, a substantial expansion of banking^ fiicilities 

* * - 

i * * * 

* C/* Central Conunitlee Minorih^ Bepovt, p, -135* 
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can be elfecteS by periiiiUing, in each ,province some of 
the central co-operative banks^ which have suitable staft," 
to do ox^dinary commercial banking bi'niiiess, within safe 
limits and under dofinfe inKtructions, at tliose places 
which do not have any branch of the Imperial Bai>k or 
a joint'isktck bank. There arc at present 590 centra] 
co-of>er£»J;ive bankw in the country. Many of them are 
located at places which have no Ordinary blinking facilities. 


CHATTKil VTir 


Finaribin^ oi Foreign Trade: Exchange Banks 


1, Thelr^ -organization.—Kxcliange bunks arc those 
which have llieir head otlicos ontsido Indin, In Western 
countries tills phrase is' Used to denote 'Those banks that 
are spec rally concerned with tlie trade of India 

aiin China, wUicii countries^ not having a gold Btandard, 
have exchanges jieculiarly liable to fiiictnations.”* Some 
Indian writers regard tim phrase as itiisloiiding, hecimsc 
these bunks do not restrict tlimnselves to tJie finance of 
India's foreign trade, and play aJarge part in financing 
her internal trade, and bgcauyc Indian joint-stock banks 
are free fo d^> excliaiige bnsmoss; they hiivCj therefore, 
proposed to call them foreign banks,^ 

The pr^% of banking in India have attracted the 
nationals of a number of countries having important trade 
reintions with India, and there are at present 16 exchange 
jjEHiks, of which 6 have ^leir head offices in Kngland; 

2 in Holland^2 in the U.S.Af, and one each in France, 
Portugal, China and Hongkong, They are divided into 
two grouptif (1) ^bfinks doiiig^ a considerable portion of 
their busincBs in Indit*, t.c. having 25iP*p6r centior morL^ 

* * M * 

b * 


‘ Minty, Mfthodx^ p. 44. 

■ See Thftkiir/ Ot/^aninaiion of Indtatf Banking^ p, 70 and GenCtal 
Committeo Minority Kepo)ft, p, 13W,| 
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of their deposits ia India^and (2) banks which are iperely 
ugeiiciea in India of banks doing H major portign *of 
their business abroad, having lest^than 2S*iier^eTxt 
of their detK>sits in Tiidiii. • * ^ ' 

The Chartered Bank of India, tViistratia and Chinfi, tlie 
National Bank of India, the Merciintjle Bank T>f India, 
Grindlay and Coiiipany and the Ea^terji Ihrrik bebmg to 
the first group* Of tlift bifnks belonging to the seeopd 
group, Messrs* Thomas Cjok and Hons 4Hankers) and 
the American Express Comi)any deal nn^sUy wnth tourist 
traffic. The f'T^naining banks are Tjlnydtj Bank, winch 
has taken over the business of (^ox and fju., the Neder- 
landaehe Handcl-Maatscliappij, popularly known as the 
‘ Neflierlatids Ti^adin^ Socnety, or tlio 'Trader*, tbe Neder- 
landscbe Indische Handelsbank, popularly kno%wi as the 
Netherlands Indian CommerciHhB^iiik or Llic ‘Jhitclunan/ 
the National CiLv*B;Liik of Ntnv York* witli* which is 

V * * 

amalgamated the rnternatiqnal Bunking Corporation, the 
Hongkong and Hjjanghai Bank, <be fknk of ("bina, 
Comptoir NaHoiiat d-Esetynote De , IMris, imd * Banco 
National UJtrainarino. The Bnsso-Asiatic IJaiik and th*g 
Deutsche Asiatescho Bank closed tlieir doors when the 
World War broke out. Tlie Bumitomo Bunk and the 
Imperial Bank of Persia closed their Indian branch' at 
B6ni^>ay in 79!^2 and 19^J4 respectively* Th^ P. and O* 
Bank was absorbed by the Chartered l^ilnk in The 

Yokohama S|>ecie Bank, the Mitsui Bank anj[i the Bank 
of Taiwan were closed when Japan went to war w'ith 
Great Britain in 1941. The onl}^ other coiintrio-w, which 
haye had fairly important trade relations with Tiidiii, but 
which have not been represented by their own banks iif 
India/ are Belgium and Ttafy, ^ • { 

2. Operations of exchange banlis*— The my.in business 

of these banks is to finance the foreign trade of India. 
Until ]p35 the Imperial Bank was proventeS*, law 
irsm dealipg in Inlf^ of excliange payable outside ludj^, 
and was allowed to'make remittances outside India^only 
for the bona fide personck needs of its tustomei^. The* 
Indian joint-stock banks are pot prevented by law from 



178 


BAKKTKG IN INDIA 


engJigjng^ in this busineas^ and a few^ of them now de- 
fiinct, such, as the Alliance liank of Simla and the Tata 
Ind^i^siri^l Bank, did engage in U to substantial extent, 
and the Ceutral Bank.of India has been carrying it on 
to a small extent * But the business has become practi¬ 
cally a monopoly of the excliange banka for the following 
reasons* First, the Indian banks cannot withstand th^ 
<:omi>etUion of the far stronger exchange banks, wltich 
have far larger c'a[>it:il and reserves, in id Mliich obtain 
large funds from the JjOndon disiaamt market at low 
riifes. Herontlly, the lack of branches in London and 
otiier iniix>rtant foreign centres proveiiis tlicm from 


engaging in nrintrag^' aiid direct exchange transactions. 
FiTiiilly, Uieir limited financial resources have found n^iore 
or less f’lll employment in interna! business. 

They hiir/e found it extremely difficult to establish 
branches at foj'eign centres o\ving«. lo the following 


reasons :— 

(1) They must liavg a large capital to command credit 
in ihe^ money markots of Ihffjc *^entres. 
j (2) They must have largo floating resources to allow 
a large turnover, 

('!) The l>ranclies njust.,be rim at a loss for some time 
until they become' sdf-supj^rting. 

(4) They must have a dependable staff trained in inter¬ 
national exchange' work, 

(5) They cannot expect ^to obtain substantial deposits 
and other b&siness from the public, merchants and indus¬ 
trialists ^ these centres, 

(b) They must face the hostility of the foreign banktf, 

> ( 7 ) The existence of their head offices in India ratlier\ 
than in the world's financiaV centres, especially London/ 
would handicap them in Keeping themselves in close touch 
with the intei national monetary conditions, and securing 
import exjprJ bills, and bills for collection,® 

M ' * * * 4 

' The C'f'nt^a^ Kxcliango Baok of Txiffia cataVlif^h^rl Ly ft in Xiondon m 
in for jUiR work bad to be xrierged into Boday's Bank, Londoii, 

‘In 1938. . 

See Central Committee llepor^, pp. 
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, Tlie exchauge banka*.work of financing India's Jor^ign 
trade usually consists of two operations, (t) the 
financing of t!ie laoveinent of goods! froin Indiana ports 
to foreign j^jorts and vice versa,*mid (i^) the financing of 
it from, or to, Indian ports to/or frofti, the distriButing,. 
or collecting, centres in tlic interior (ff-lndiiL 
To consider the niccjianism of tlifc first o^Xiration, When 
exi>Orters from India scfl goods to hircigiieis, e.ff* in 
flreat liritain, credit is gwenilly opened ^itli Hie London 
bunks or fmance houses and coiJHJiuhtirj|teck to India 
through tlu-' excliange banks, iiiJls ugajiist such credit 
are draw'ii, usually at three months* sipldy and they are 
documentary/ Ilovvevcr, sight hills as wdl as those of 
more than d months* sight are sometimes drawn. Most 


of the bills are L.A. (documents on hceejjtu'jice), onlj 
a small proportion being J>.JA (dfK*umenls on ijuyrne'nt). 
The rate for a months* hill is hi^jhcr ithafutliat for a 


sight bill, because it inoludes interest h»r tlie duration 
of the bill at llr# rate prevaiUng^it Hie centre onwhicli 
the bill is drawn. « * 

Tliese bills are seilt to ijoiidon, and* presented ^or 


acceptance, and after endorsf'meiiL by the ^'Xchango banka,, 
arc generally disofmuted in 'the optm market, thus en- 
■ablliig tho exchange banks to receive back in sterling 


what they paid in rupees in India, ^/rhey^iiiay keep the 
bills till maturity, if they Jiave*amplc fund^, and it there 
is littje immediate chance of nuiking a profitable use of 


the funds. But tiiey discount the bills., evcTi at a high 
rate, if trade is tictive, or if money is Most of 


the bills between India and Europe, the U-S.A. and the 
OoloiiieB are in sfcciding. "X^hose between India and Jajian 
tire ill yen, and those between India and CJjina ar<v in=- 
rupees. * * 


The imports from Western wnntriea arc financed in 
two ways. Tlie» first method is geaef'ally ih>edf in con-, 
Election*with imports by IndiaiieT* and those Jilufopeans 


who do not havS London houses of standing,, and^onsiste 
of Western exporters drawing 60 days* sight*D.P, bills' 
on mporters in India and "iscounting theiu with the ex- 
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change banks* The exporters e^tecute'letters of request 
and hypothecation in favour of the exchange banka, 
which* become holders for value of the bills. The 
porters fref[uently accepi? the bills and apjdy to the banks 
for the delivery of goods before payment, against trust 
receipts, 'l^he bills* of lading and the other docnmetita 
aro then handed over 'to the iinporters, who obtain jm- 
session of the gt>odH as trustees \m beiialf of ilie exchange 
banks. The former store the goods ia godowns, and pay 
the billy when the* goods are s^dd. 

The tjtlier method is available hi those'■Truropeau irn- 
IKji'ters who liav*3 liOiidap I muses of standing, and takes 
the form of r^ondou bunks' acceptanres of T^ioiise^ pa'|v?i% 
According to iliis loelfuid, dtKuiiticntary bills are drawn 
by LondoiV exporting liouses on the London oflicos of the 
exclninge bailks, which accept the bills and returii them 
to the drawers^ whudi discount Iheni in the fjondoii 
money market* The accepting banks send the relative 
documents to their f)rifnches in India the ce^llection 
of the jmuwds of the «oods fr-o^n'the Indian offices of 
tke expisrtmg firms, and reioittances are sent to London 
at or before the maturity of* tlie billn* 

The bills under both the iin;*thods urc dr^'wn in sterling* 
On the farmer, interest is charged from the date of the 
drawing of the hills fo the approximute date of the arrival 
of their protiecds iri London, at 4 per cent if the Bank 
of England riite is less than 4 per cent, and at 1 pe,r cent* 
higher tlian the Bank of England rate if the latter is 
4 i.>er cent^^or above. The latter bills are discounted in, 
the London market at the prevailing rate of discount, 
’^/hieh is always lower than_ the rale charged by. the 
j3X<1iange banks on The former bills. European iinporte/s 
in India, who have London houses of standing, thus get 
an advantage over their Indian corapetitora. It is also 
clear thkt^ii both exports arid imjxii ts by Indians the 
adjustrfiept of interest 'betw^een producers and coasumerS^ 
is carried out in India, and that interest*has to be taken , 
info accoilnt' in India in determiniDg prices in both 
cases. 
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India has normally a favourable balance of trade, Le. 
thd total value of export bills is greafifer thaii tliat^ o! 
import bills. The exjihaiJ^fe bankn finance the ejcesa of 
the export bills, and enable India to receive pliyinput for 
lier favourable balance, by means*of the* im|)ort of gold 
and silver buHion, tiie sale of sterling (iiJiyable in Pjondon) 
to the lieserve Bank of India, rcjne^^ntir^g the Gorern- 
IIlent of India in respedt *of tlie remittaiice operations 
necessary for tlio j>;iyjnenl the Home cliarges—a new 
method v^^hich has replaced the old metimd otthe pyrchiise 
of Council ]iilb=^ and Telegnipliic Tiuiisfers* iroin the 
Secretary of State in IjtUidon—transfer ol^ CJovemment 
rufKJC paper fron# Ijondon (o India, and the sale of drafts 
and telegnifduc transfers pajahlc in Lotulon and oilier 
’^foreign centres to private clients in hulni.* * 

The exchange banks also finjince tfie iimVemcut of 


goods from, or Lu,*Iiuliari ports to, or dis¬ 

tributing^, or cxjfJectingj ceiujes in the interior of India, 
and for tliis purpose^ luivo 19 hranclx^s at 11 up*coiintry 
, centres* There has also*bcyy a nioveinf^nt in recent^ears 
among the exchange bunks to ^^btain a footing in the 
intenor by obtaining ii controlling inierest in Bidian joint- 


gtock banks througli the purcliiwe of Jheij' shares. h\)V 
instance, the P. and (X Banking Cor|3oiatioii, stKJu after 
tits establishment in IMQ, purchased the Allaht^^md Bank 
‘with 40 branehcrt in the interior* and* the controlliTig 
interest in the former was olAained by flie X^iartered 
Bank in 19ii7. Tliese branches are, therefore, practically 
exchange bunk brunches. M^itli reg^ard to trade*b£tween 


. thiJse up-country centres where exchange bunkfe have 
branches" and foreign countries, merchants can get the 
bink^t to finance both the opeAitifuts ineniioncd above iii'^ 
a single trant^aefcion. For iiisiMince, with regard to goods 
imported into Cawnpore, the inipojrt bills drawn by the 
foreign exporters are forwarded to tlie Qiwn]X)re'branch 
exc^apge bank', and their valua is collected there^ 
hy the branclt froiruthe importers, and is remitted out¬ 
side Ijidia; and with regard^to exports faftn Ijjjhbfe, the 
Indian exporters can draw bilk ^on the foreign pu^cha^ie^fl 



BANKING TN INDIA 


^under (Srsdits opened by the Jatter, (and Bell them direct 
tofthe Iiahore branch of an exchange bank. 

‘ 'If tke up‘<X)iflitry centres have no branches of the 
exchange banks, the movement of good?* between them 
and the Indian'ports has to be financed by the importers 
and exjHvrtcrs tluough Indian joint-stock banks or other 
agencies, and the t\vo operations in connection with the 
'finance of foreign trade get' definitely sepjiratcd. The 
Ijnporial Biftik, Indian jr>ii^t*stock banks and indigenous 
banke^¥i finance the niovernenl of produce from the eoU 
leetlng centres to the ports for the puip^,i^ie of cx[iort, by 
purchasing demand drf fts drawn by the exjiortcrs* agents 
on the exporters' firms at the jK^rts^ and IndiaTKjoint- 
stock banks, shroffs and commission agents finance the 
inoven^ont of* imported goods from the ports to the dis* 
trilniting'Ventres. The exporters and importers, how¬ 
ever, orfe sa;d to jueCer the financiVig of both the o}wra- 
tions in single tranaactior by an iip-couiitry branch of 
an exchange bank,"'as it is found cheaper.* 

Beside,s finuncing forcigot ^intfle. the exchange banks, 
do every khid of hankiag business* They com])ete with 
the Imperial Bank and the Indian joint-stock banks by 
rj[5ceiving deposits, making advancesnegotiating bilk, 
and doing agency business in India. For fixed deiJOsiU, 
they pay‘a slightly hig^her raf^j of interest than the Im¬ 
perial Bank, and a ^Sightly hwer rate than the Indian 
banks, Qii current accounts they paid the same rate 
as the Indian- banks, tiz. 2 per cent in the slack sen.son 
and 2^'l[)er cent in llie busy season, provided that the 
balance-- exceeded a certain iinnimum, while thalnaperial^ 
Bank lias never paid interest on its current ijccoutita. 
But on account of the economic depression they' now 
pay J pel cent on current accounts. The table on page 
20 (ShOT's that they*have succeeded in attracting very 
large afposits iTi India, ^ 

* They finance mtemal trade Si several up-cojinti^V 
centres. The^piecegoods trade in 'Delhi and Amritor^ 

See the Pofjjab Cemmiltecj Keport, p. 74. 
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the leather trade* in C<vwni>ore, and ^the juW trswlejn 
Bengal are financed •by ^tiiem to a large extept,^ ffbey 

make much use of Marwari bankers, And make*advances 

* % 

to them on the security of goods*or produce, or,discount 
their bills of exchange. They'also finance iinp(Ats of 
gold and silver bullion,^ Most of'kMS imported into 
Bombay by dealers wl^^c ^orders are placed generally in 
London, but some of the orders for F 3 ilver are sent dirnect 
to New York The dealers give writteii'insiructions to 
the Bombay hraneiieH of ibe hanks regmrdjug.the pay¬ 
ments to be 'tft\de in London or New York against com¬ 
plete shipping documents, and 41 k* London oftircs'or'the 
Ntvp^ York agents of tliese banks uuike the payn^ents. 
The banks clear iho cojisignmenls, when the bullion 
arrives in Hoinbav, and the dealers havd to tak'fe delivery 
*<ji tliein wifbin a week after* payment, wlii(di includes 
interest iit the Bank of Biiglaiid rate, with fl^njjjiiitiuna 
of 4 per cent from Uie thtte of payment by the banks in 
London or New ^York lo Iho dale of payment by the 
dealers in Bombay. busincs^^ however, Aas con- 

flidenibly declined in I'ecent'years, * * 

;k Profits of exchange banks,—Tlie a\c!iange banks 


are prosperous*coticerns, dfj-ifig protUable business, and 
paying substantial dividends at the same rates from'year 
to year in spite of tliff world-wide trade depression and 
complaints on their part of failing profits^and of com- 
petitiiui among themselves/^ , 

The risk in their foreign exchange hnsiness bos been 
largely rcTtJOved i)y the establislnnent of tlie Btyrling Ex¬ 
change Standard, and it can be removed still tiirther by 
the •process of covering, by whicii cautious bankers chh 
vtery nearly balance their sales jind purMmses of exchange, ^ 
They have also gradually'developed their ^internal busi¬ 
ness, which some of them find more profitable than their 


exchange busJlfle^is, The profits explain (1) \he absorp- 

* flee B4iriarhandra*naa, Present Day tlatsf^cing in IST;' 

* Od acceimt of tUe economic depression, normal iinportB of roU were 
replaced by heavy exporlfl froTn 1U31 nnij] the nfithrcalf o'! Uie European 
War in September 1M9, 

{lee Central Committee Mi no fty Report, pp, 174,-5, 
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tion of tltB Allahabad Bank bv dhc B.^and 0* Bank and 

/ * f 

the absorption of the latter by„the Chartered Ban^j aft 
mentioned before;^ (2) the purdiasd of Cox and Krufr 
Conipanies by Lloyds ' I?aiik, one of the ]^ig Five in 
England, which m addition to aeting as army bankers 
and tourist agent}'’as Cox and King" Coinjianies did, Jfl 
e<impeeing with the 'IruperiaJ Ji:ink and stjino Indraii 
banka at Some oormuercial centres; b3) tlie 
uc(|uisition of controlling inUrest in Grindlay and Com¬ 
pany by dliB National Pi ovineial Jiank, another of the 
Big Five in England; and (4) M>e absorptiftf of the Inter¬ 
nationa Banking C!orpoi^tion and tl>e Aingrieiui Express 
Conipaiiy bC tho Nalioiisil Cit y Hank of KVw Y^irk ^nd 
by tlie CJiase National Bunk of Nevv York respectively, 
two of ifte largest banks m the U.H.A. 

All tlie exchuT^ge banks have ost^tbhshi^d a strong 
positifm aiul a-greiit repotution for tliemselvus, ai;d they 
are jealons of intruders. The view expressed by J, M* 
Koynes in .191-1 that "''Indian cxt'jiange hanking is no 
business ior speculafive or clittirKirishig outsiders and tlie 
large pRdits \rljich it earns urt^ protected by eshiblislicd 
and not easily assailalilc advantages/and that “it would 
bo exceedingly dill'wiilt to Ktnrt a new 'extdiango bank 
except under the aegis of s<inie imporlant financial house 
already establifihed in a^strong position in India/’ still 
holds good a iarg^e exl'Cnk Tn spite of the open door 
policy inaink'ined by Covernment for three-quarters of 
a century, the rraiiiber of cxcdiange hanks is still very 
small, and it is genemlfy believed that the 

establishment of a no’w exchange bank would be dulicurt 
owing to the opixjsition of thj existing banks, 

4. Complaints made against exchange banks and 
defects in their working.'—Indian witnesses before the 
Central and Provincial Hanking Coniinittees made the 
following 'complaints against the exchange banks, amfc. 
the'Committees themselves found some^^defects in their 
working- . 


* larlian Ciirrtmcy fttn3 Finance, y, SOB, 
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(1) The exchanfTe ban^^ have not be*en subject tetany 
legal restiictions in ItiJia, even tn tlie obligai^ions 

to which the Indian joint-stock batiks have been siui>]ect.‘ 
Their directors and shareholders are entirely foreigtf^ and 
the control over tfieni being thus exeseked froiA abroad y 
their accounts need not J>e audit-ed bj' recognized aixlitors. 
They do not even publish in their balance-sheets separate 
information regarding thc‘r Indian busiitess. The ba- 
laiicc-sheets, supplied to GnvcrnmcTit emce^a year and 
published by itke latter, arc apt to ho misleading owing 
to the lumping together of JiuUun a/ul. non-Itidriin 
busij^ss. The* activities and aflairs of the blinks, there¬ 
fore, have roniaincd a inoio or less qloscd book to the 
I public and the (jovornment of India* *They tibtain a 
"large portion of tlieir funds fr^nii Indians lA the shape 
of deposits* Thit the tIoi>i>sitorH are imt pr^teefed by any 
regulations regarding the \wrking of the banks, and they 
have no prior claiwi even on the ifsscts of the hanks in 
India, if iitiy of the* b«wks gef irwolvcd into Verioiis 
difficulties in anotlier eodntry awii '{? to a erj^iis, fraud, or 
any other reason. 

(li) Those banks have w^(irji(*d on the basis of inade¬ 
quate casli reserves in Tndui, during Kovetul years, and 
havo^ therefore, bccTi a of weakness to the money 

market in India during^ sncfi ^teriods. Keynes drew 
attention to ihis inadeijuacy in his Indian Currency and 
Kinance iii tlie banks did get into owing 

to it at the hcgdnning of the last* War, imd Jiad to be 
helped* Getting wiser, they ke]it a larger proportion 
^for a Jew years, hut the proportion again dwindled un* ' 
til *1941* Since their profits have'^een*substantiul, the^ 
had no excuse for keeping* low cash reserves. It- w'as 
said that they had investments in (rovernnient securities 
and treasury but ni\ ijifonnatwir wasavhilable 

ffljjarding ithenn^ fTlic [josition of'*tlie casli UalancfeB^iis 

Ijrought out by the following table :— * * 

- . , * * * 

^ ,t 1 » 

* Gf. tim Bank of India 'b Ci^ntrd.! Commit too Evidence, 

VoL p* 3d. , j * 

, ^ He^ C^;iiral Conuiiittee Report* p(j 560 ana Minority Report^ ;|j* 
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Banks doing; a considera^ole ^anks doing; only a small 
part of their business in part of their baainesa in 
India, Percentage of cash India, Percentage of cash 
to dabiljtieif in India , to liabilities in India 
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In 1942 Und 1943 percentage of casti to deposits in 
India in tl;e case of aU iVe Exchange Banks taken to- 
getlier wasHhe same, viz, 28, ■ ' 

(3) The exchange hanks enjoy the Tnonoi>oly of finan¬ 
cing the ioreigii trade of India, While the inoiioijoly 
i.s exercised largely with Indian funds obtained "aw de¬ 
posits, it subjects Indians to t* double loss—loss of bunking 
as well as trading profits—and the loss has increased 
witli the fJVowth of India's foreign trade. With the 
growth of the exchange banks during the last 30 years, 
the .handling of the,.foreign' trade has "gradually pasgfd 
from the liands ofTndians into those,of foreigners, un¬ 
til at present thL share of the former in this handling is 
only IS to 20 per cent/ Assuming that the merchants 

I- 

/ Sec Central Committee Ecpoil p, 550 and Minority B^pprt, p/170,; 
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handlijig the foreign 'tra^e, whose an’noal value ^in*' 
normal years is about"Es, 570 croros, earn a comyiiission 
of 2 per centf th© profits of the foreign merchants, come 
to Rs* 10 crores annuallv. In addition, rtiesc merchsintR 
enable other non-Indians to earn severaV tfrores of ru|jeea 
‘ anmially, in the 8hai>o of J>pkerage'on goods soldrand 
purchased, on exchange, on insurance, on freight obtained * 
and on other incidental tiaimclions* Indiwi merchants 
have had to be satisfied principally with handling the 
movement of pidHuce and iinported goods, from, and to, 
the TQofnssil, to^ and from, the^tiioHs, hut the foir^ign 
firm&"^;''with ilieir much larger resources, arc said to Jiave 
J>egun to compote witli the Indian n|erchanis in this 
business also. ’ • 

Wost of tlie Indian commerMal bodies, wincli have 
given evidence before tlie Contia! Banking CcAyniittee, 
have complained that the eschange banks have brought 
iiboufc this transfer trade from the hands of Indians 
to those of foreigners by J^fitans of ui:/uir discrimihation 
of varione kinds in favour of the latter, sc; as to givej 
-tff^rn unfair advantages in their comi^ititron with Indians. 

(i) The exchange banks are-i^ifid to giye [xjor references 
regarding Indian coinmercial houses to enquiries abroad 

'and th give better referermes to foreign Jioufiep*of a lower 
standing. The reason for this dtll'erence, the repre¬ 
sentatives of the exchange banks have virtually !iad to 
admit, is that the managers of the banks, boing foreigners, 
are not able to keep themselves in cU>se touch w>th their 
^Indian'clients, on accfuint of tlio lack of social contact, 
and have, therefore, to dep<jnd for information regard-^ 
ing'their financial standing uptm ttle reports of the suli^. 
ordinate members of their stafT, or brokersj or shroffs. 

(ii) While most of the foreign ^commercial Iiouses are 
wed imports goods on L\A. terms,*Tridian merchants 

can usually do sootl D.P, tenna onlV, This means tb^t 
whereas thg latter have to do, business^on a casfi basis, 
the‘former enjoy extensile credit. The representatives- 
of thQ exchange ba^ks have ^pointed out *that the terms 
■are sfis^tlcd, not by^them, b«|- by tfte exporters nbroa^, 
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they cannot grunt D.AAterVns witliout the ^^rders 
of'the tiKporters^ and. that their practice of releasing im* 
ported goods oij trust,receipts is more or less equivalent 
to 1)- Ap terms. \ In reply it lias been stated that the 
reluctance of the overseas es|K>rteiK to grant D-A* terms 


to the Indian iiniiorters is -duo to indi^fcre^t references 
supplied to the former legcuding the latter by the banks, 
and that the'practice of releiising imported g<>cKls on trust 
receipts, is, not equiviilont to I). A. terms, as it involves 
higlmr charges on account of loans obtinned ou the trust 
rmnpts. rdmilarly, tfic eoiiiplnint Jnis been made that 
the liaIlks'generally do jkiI. discmiiit the bills of Ihdiiin 
exporters without margins and securities, which in niost. 
cases they do not require at the time td' discounting tln\ 
bills of non-IndiaJi exporters. The pqjiest^ntativca of the 
exclmnge biUiks liave explained this by staling" that, in 
the case of Mie latter, arraiigements exist at the tdher 
end, I lid I make it safe for tlio. banks jo jmy the full 
.discounted \uhie ol tlie diM'iime.ntarv bills. This mav be 

j '■ *■ 

'so, but the fact remains that the Indian exportei^ are 
at a disadvantage. , ^ , 


jfiii) WIicrcuH in other bouniries, the lianks engaged 
ill the fimmcijjg of exfiort trade supply their customers 
with reliable and*vatiu'ble iijformalion regarding foreign 


markets aixl prices prcVniKiig there, tlie exchange banks 
have done notlnng to supply any information of tills kind 
to their custonifers. Foreign export houses working in 
India h^^^e connections aliroud, and they obtain this .i'ft- 
forniation thcrefjoni, so tliat it is the Indian exporters’ 
)vho are handicapped by tlie failure of the exchange 
banks to supply the information, 

(iv) Some Indian witnesses have stated to the Central 
Banki/ig .Committee that to get a confinued letter of 
credit ojiened, even first-class Indian'^inipor,ting firftik' 
h&ve ujfually to deposit from 10 to 15 per c^nt of the 
value ot goods 'r itli tlie exchange banks, wtnlc fo^eigit 
houses in Calcutta are exempted from such deposits, . Op 


t 

( 


See their anewera, Ceotral imittee Evid^ru^tj, Vql. 33S-7,' 
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behalf of the exchange ^anks, it hau ])een pf>inted out 
that the question ol* defiosits dei^ends lipon the^f^tanding 
of the iraporters* Tins explanation irmv be correct, but 
the fact remains that tlie Indian importers are handi¬ 
capped because, as seen above, the^ exctniiigc banks find 
it difficult directly t<\ jif^pertain tlieir standand, 
therefore, insist on de[)osits from Iheiu* 

(v) Most of the exjxirt and import tracle is financed 
by means of sterling bills. With regard* to the exjiorfe 
trade, no long 4s credits can be opened in Ijondon^ it is 
advantageous tp tfie Indian axjiurleis to* dVaw hills on 
Loil?!oii and to avail themsplves of the discount fuciTitles 
provided by the largest money inai^cefc in tl^e world. 
With regard to the iuiport trade, however * Indians do 
not get the benefit of the Lrondon discount uijjtrket, and 
they are denied the benefit of the Tnditirt iriafket also. 


as their hills are drawn *iii sterling. Poreign import 
houses that have* ollipes in Jjondoii need not Nuance 
themselves by drawing Jnlls oii theii^ Indian offices with 
documents attached to them* Thev get the advantaije 
i5f drawing bd1s an the ljond;>n offices of^the excfiauge 
banks, which accept tliem,'^nd tfio'bills ^ro then dis¬ 
counted in the Tjondon market at llie low rate generiilly 
current there, varying Between 2 and* li per* cent. The 
shipping documents are seiit*to l:hc Indian offices of the 
import •houses wfiicli, thus, get an advanta^^' <if at least 
1 per cent in price over their Indian etiinfxititqrs. The 
latter are denied this advantage on tl^e groumt that they 
have ho Ijond<m offices. Their bills, l>eing draw^n ip^ 
stgrlifig, must bo discount Of! with tbn excliang^e banks 
vvhich charge a miniminn t^atc^of 4 per cent,' fnau tJ'e 
date of the drawing fif the bills to the (?at.c of their 
payment plus the period of the remittaiujc of the imount 
L:om fndia to IjoMoii, altliough fjie rate prevailing in 
the Indian market may be lower* " » , * 

* AniUlier general cpmplaint against the rf^xchange 
banka has been that they have disetmraged tiidian enter- 

I I *1 ' ^ ' 

^S|e Qeotr«il Committee Beport, p* 356* ' 
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prjset in several direcUonH, Ti>dian brokers, banks, 

■ ateaHniShip companies and insurance companies. Com¬ 
plaints were made to the (’entral l^ankin^ Comnaittee 
that Indian exporters were c^)mpelicd by the e^cchaufje 
banks to'insure thoir goods with foj eign insurance coni- 
panies; and that consequently Jr^djiin insurance companies 
aimuaHy lost between its. 2 and 3 crores. The Imperial 
Bank of India had a slrriilar prejudice against Indian 
insurance cvnij»JiTiics until recently, but it now accepts 
to some extent the policies of those Indian companies, 
wti'iclT allow 4t <o exajniu^ thoir books in order to satisfy 
itself tliat they reinsure a part of the risk, and which 
supply it with any other information that it may need. 

, The representafives of the exchange banks have stated 
that they have no prejudice agalTist Indian ^^ompanies', 
and tlmt'iihe matter is only a question of the standing 
of these companies,^ The banks, however, liiive not laid 
dowm anv standards to wliicli tlic Indian insurance com- 
f^nies can confoniu' Since cOiTifilaints were made to the 
Banking Conriinifctee, special orders have been isHiied by 
the Exchange-Banks’ Association in London to the banks’ 
offices in India for a more^discreet treantncnt of Indian 
insurance companies. Moreover, several first-claas 
Indian companies come existence. Tlcncel the 
position has, substantially i^vprovod now^, although much 
vet remains#'to be done. 

(5) The compkiint has been made that the rules of the 
Excljange Canks' Assotdation are altered arbitrarily with¬ 
out the knowledge of the banks’ Indian clients, and that 
{his has enabled the superior stafT of the banks to- show* 
fea consideration for their Indian clients and to make 
different and more difficult business terms for them than 
for thpir nim^Indian clients. Further, the complaint 
has been piade'that one of ^ the rulesi jeatricts dealmgg. 
wfch.any one excepi'the member-banks, with the object 
of checkjng tlie /^owth of Indian jobbers wlio^have taken 
Tto dealing in exchange, and of preventing Indian bahks 

5 See their anewers, Ceiiciral Gonlmittee Evidence, VoK ^58. 
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from .getting such exch&,nf]L business as may com^ to tkem 
in the natural coursfe through their clients,, * • 

(6) It is urged that the exchange banks have hampered 
the development of Indian joint-stock Ijunks* In rfvery 
country that has a fairly organized banking sysfem, ini- 
bills are drawn in+h^npe currency, and after'being 
accepted by the drawees are available for discount in tl*e 
discount market of tlie importing country* As the fin¬ 
ancing of the foreign trade of India^ howerer^ is>entirely 
ill the hands of^the exchange banka, the import bills, as 
mentioned before, are drawn in* sterling *in»the case'of 
inn>i^rt3 from Ijurope and tljc U,S,A, and m'^yenfi in the 
case of tliose from Japan. These biH 3 , of a very large 
(value in the aggregate, are a very safe 'invest^ient, as 
'tfiey are D. P. ai^d have the ■signature of drawers 
and the acceptance of the drawees on them. They are 
also a profitable investment, because the excliange banks 
earn interest on thfern at 4 per cent at least for a period 
(d' 2 or montlifl, IluJ IJhftig drawn in foreign currency^ 
they are rendered useless for tile money mirJket in liidri^ 
ffre not available to the Indian banks ff>ir investirient, 
and are the excilisive monopoly of the exchange banks, 
Itad it not been for the strong position of tlie exchange 
banlC=j, the change of thfe iinp>rt hills,from ijterling and 
yens to rn|)ces wi>uld have bgen'cifected long ago. Rut 
as it is^ the Indian banks are compelled to confine their 
activities to the finance of internal trade^ 

*1 The Central Banking Committee has expressed the 
ojjinion that the replacement of the cash credit system 
by bills in the finance of int^nnal trade, which is at Icaft' 
15*times as large as the fojxjig'^ trade/will be far mojTe 
effective than rujiee import linlls in supplviu,!? the Indian 
banks with a Riifc, adequate and lit]uid form of investment, 
£ut e'An in tho finance of‘internal t/ude, the exchange 
banks ar^ said to be offering serJoua competilioji tp 6he 
Indian inS'ecent years. Being long, and* well- 

established and enjoying a good reputation, they get de* 
from the Ipdian public at ratps than the 

rbanks, an<]^ consequently, they can underbid tho 
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fndian banks in Hie strug^de Ito capture tlie finance of 
internal*trade by ^inoting lower lendiiig rates. The lower 
rates are, m doubt, "iinmcdintely advantageous to the 
tradb and the public, but l)ie competition is said to be 
harmfuT to hot Jr k\ the long run, becnuse their interests 
are ifitimately identical with those of the Jndiiin banks, 
Kveii Mr, ]VIacT)oiiald of tlie Imperial Bank adndfcted 
that the de|;xjRits ohlained tlio exchange banka wore 
far in excess'*of their re^fuireiuents for the finance of 
foreign trade. Mr, Subhedar has cald'dated tliat the 
fujids devoted-by the (^ichange banks tcj,flie finance of 
internal lia'de are almost equal to those W'hich the Im¬ 
perial fktnk and- the Indian banks use for the same 
purposed , ' , j; 

Moreover, some of the" rrnvincial IJanking Conmiiiteea 
have fovnd tkat the cstunpetition is siibstantiah the 
Bengal Committee has even slated that the exchange 
banks are taking iif/ new lines of business, which had 
been formerly in vlio haniV" hf the Indian ]oiiit-stt>ck 
banks only,t^ It is now generally recognised that their 
internal business lias gt'own and is still expanding, oh' 
account of ttie foreign trade necessitated 

by the second War. The exchange banks are also sdid 
to be encouraging forpigners fo compete with Indian 
merchants hundling’Hlw uKiveuicnt of pnklucc from 
the interior*to the ^KU’ts, and of imported goods fTOin the 
ports to the interior. 

Further5 it is urged that these l)aTiks, through their 
influence in the clear! ng^ ha uses of the prinei{xil Tndian . 
'^nancial centres, have tried to keep the Indian banks" 
oftit of these houses as lo'ug lys possible, and that this ex¬ 
clusion lias'had an adverse and uDWarranted effect on 


their reputation. Moreover, while tile exdiang^ banks 
Jiave^ freely taken cqll money from ^he Indian bank^, 
th^y*la*ve n<jt giv&n it to them with the same free¬ 
dom. H'Jifther, no Indian bapk has been Emitted 4 
member of the Excliange Banks* Association, which 

[ SoQ ComcnitteG Beport, p. IBS, 
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is controlled largely ^by'jan inside council directed/rom 
X/oiIdon. * * j » 

Pinally, the complaint has been made that the ex- 
cliange banks do not buy renfittimcrf freely frorti the 
Indian banka and tliat thev aim do n^ittsd) it fbrward to 

pH 

them freely, on the ground of the ilak of loss if thj latter 
fail to complete the contracts. But it has been urged 
that the risk is not largev when big Indian hanks like 
the Central Bank of India are concerned, and that 
even if the v'sk docs malerialise, the loss would not 
be heavy, as it would be lipnited to .the diffdrehce 
between the tbntract -rate and tlie rate ai: which the 
exchange banks would cover the transactions by going 
into the market. ’ ■* 

* (7) The strong position of th& exchange banks and their 
monopoly of the Jnanee of India's foreign frade have 
been partly reaf>onsible for splitting up the money market 
into two, Europeoii and Indian, Tlie gulf between the 
two and their ignorsirfr-f* of the doings and methods of 
each other have not diruLinished much, and^^his hampers 
Jjhe economic progress of the country. It. is even said 
that the excharge bunks hqyti taken, full advantage^ of 
their strong position to prevent a proper organization 
of tie market, and opposed m^easurr*^ suggested 

from time to time for this purpAse, as the prganization 
would lower their prestige and their doniinflation of tlie 
market,*^ Thus, they opposed proposalsjfoy allowing the 
Presidency Banks to borrow even under stricttconditions 
m* thej, London money market and for establishing a 
Centrj^l Bank in India, Mofcover, the easy access whicR " 
th^^have to the London market means! that the contril 
of the Beserve Bank over TJiem cannot be * satisfactory 
or complete. However, no opportunity for testing the 
ability the Eesprye Bank to control them has yet arisen, 
bBcfl<use so far the:?e has been no occasion for its fliCttre 
interventkm in tte money market. Further, in nb ad- 
VBitysBd cottatry do foreign banka rant in’’importance* 

the detaita of lifiis oppoBitioii refer fp Mr. Sarkar’jj Miaute of 

Central Coioniittee ^port, Jp. £57, ^ ^ ^ 
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afiovf the^intli^^erioiis joint-stocl^ banks* It is true that 
in acme flof the Dyniiiiions, British banks play au*'im¬ 
portant part* But their impfutanee in fn<liii is far 
^reat\>r and there are no nicjiil dillerences in the 
Dominions* 

(8) -Alt/iough the exchange hunks Juive been workings 
in India for nearly three^quarteis of a century, no Indians 
have so far been iippointed in_^th 0 superior grades of their 
service, except as cashiers or sliroflfs* The exception is 
unavoidiible us non-Indian officers cannot l>e well actpiain- 
ted with Indian cubtoiiiprs and their financial standing- 
The only Either posts in these banks, h> whicli Indiana 
can aspire, arc clerifaL In’ fact* no arrangement has 
been maxte by ihein for the selection of qualified Indiana 
as apprentkV^a fur training and apixjiutment in llie gradest 
of officer^* ^^hey liave jneferred irajKirting their officers 
from abroad and pacing them Idgh Scl^ar^e^i to the 
selection, framing, aj.d appointment of qualified Indians 
aa officers with s^»stautluily Jew* r salaries* Indian in- 
leUcct is thus denied an *'jpcniKg to which it 1ms eveiy 
right* in viev^^of the fact ttjat the exchaiige banks obtain 
a large jiortion of (heir profits from Ipdiaii consumers 
merchants, and d’epnsitorBr 

{9| The fxdiange banks arc j^aid to be ciide^avouring to 
divert Indian capital U\ investments in foreign industrial 
and gilt-cd^ed sccuritiesJ ‘ 

(10) The exchange banks as meml^ers of thtf British 
Ohamberi^ of Coiinnerce in India are said to have played 
a [>romihent part in opposing Indian opinion and int^r- 
and creating opinions and policies unfavourable to 
"Indians in fiome- vital matters, such as the establishment 
of the Gold Standard, the administration of paper cur¬ 
rency and the mint, tfie sale of Council Bills and other 
Government remittances. Government long-tqrm and 
fliuilt-term borrowings and capital prognnjimes, tlie 
eatablishmcnt of a central bank, negtrictions on the*' 
Ih'esidehcy* bafiks and thei^ Imperial llKnk, 

* S«e Mr* Pocljkhftnav'ftlfi’B anH^vora* Central Coniniittee Evideiv'e, 
Mol ra, p* 64* 

' ■ * ^ I I' I ' * 
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poHpy, encoura^emelit l>f Indian insurance 'and 
ping, and the niamgement of Indian railways Cy ifritisl 
companies. • • , 

(11) The exchange banks are also said to fvavo beer 
exercising a large influence npon tha policy of the Secret' 
ary of State and tlie Government of India through the 
Financial Committee of the India Council and retired 
Government officials who serve as directors of these banks. 
The officials of tfie India Office are said*to* have advo¬ 
cated most of^lieir causes warmly. Wlien they found 
themselves in j3ifficallies at the? beginning *Qf the War, 
they were helped by Government. They also benefited 
miictk from the sale of lie verse Count'ilsi, wdnch caused 
heavy loss to (government in 1920* Fufther, when 
*l2ng]and abandoned the Gold Standard in September 193J 
and the (lovernment of India announced‘that ^t would 
leave the rupee free, the oKler of Uie Secretary of State 
com|)elling it to Ifiik yie rupee to sterling was «aid to 
be due to the influence i>f*tho exchange banks with thd 
officials of the India Office. Yet tliey are*said to have 
used most of the opportunities profiting from currency, 
exchange and financial einbutrassinents of Government. 
Moreover, *they have been reluctant to sup|)Iy definite 
and Metailed information regarding their working to 
Government and even to pufelic Committee^ a.zid Coni- 
mie.slona appointed by it, and tins has iiftreased the 
difficulties of the task of these Commrtt^s jiiid Com¬ 
missions of recommending, and of Government ofwOTking 
out, Bbund financial [xjlicies for the welfare of tha 
^oujatiy/ * • * 

(l2) The exchange bankji are said lo huve charged 
unduly high rates for currencies of countries, which have 
not been represented by branches of thq^r banka in India, 
•and to Save oppeffeefl the entry of tluise banks into Ind^. 
Moreover,*even when foreign countries have been r^Spre- 
soQt^, rafhs charged forcurrencies other thah*sterling 
have often been higli, bo that it has often been found 

. * * 

< ‘ S«» Central ComJQittfe Minority Hepeni;, pp. 1^7* 



t96 , ^ . BANKING IN INDIA 

cheater to purchase them throu^jli Lfondon than directly 
m India. 

Cj 

Thp claim of the exchange banks, supported by the 
Foreign Experts, that they render clieap and efficient 
service to India, in a, sphere of international finance re¬ 
quiring strong capital *and.. connections, with funds 
obtained from^ abroad, mainly England, is also said to 
be untenable* In spite of the facts that they obtain 
large deposits in India at low rates and re-discount their 
bills jn tlie London market at still lower rates, the ex¬ 
porters and /mfxirters hi* India have to pay higher rates 
for financial accominodatjon than their fellows in most 
Westoi iijL'ountrjcs; While the discount rate in the latter 
is lower than the bank rate, in India the exchange banks 
have kept.it higher than the bank ratq. The rediscounf- 
ing in the Ldndon market, at low rates, of tlie export 
bills from India discoiintcd on the basis of Indian money 
rates, yields large profits to the exch.tnge banka out of 
proportion to the fisks that they run, and at the same 
time it provides profitable employment to the funds of 
the London ^market* The import bills are drawn in, 
sterling, and are discounted by the excoangc banks, as 
seen before, at a minimum rate of d per cent, and this 
is one of the caucea o^ the absi^nce of a hill market in 
India* These import bills keep the importers in the 
hands and *at the mercy of the exchange banks until 
the last moment* 

Moreover, the idea that bolh the import and export 
^rade of India should be financed by herself is fallacious, 
IThe import trad^c of India the export trade o& some' 
dther countries, and vtch verm, and the foreign trade of 
India is equally the foreign trade of some other countries* 
It would, therefore, be*foolish to expect India to finance 
the jvhola of her "foreign trade with'her own rdkources., 
Ftirtb^F, in periods of tight money Gtmx}ad, especially in , 
other Eastern o^untries, the exchange ban^ have re¬ 
mitted fund's obtained in India to these countries in btder 
to profit from the t-high rates prevailing there. ^ It,.is ^ 
-ulrged*that the handling of the finaiufial resouiccs^of oOtf 
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couptry by aDother* caii eeldom benefit tlie forAier^s 
nationals in matterl of trade an^ banking,in moat 
cases IS sure to inflict a loss on, them.* , 

Side by side with the fact that thjese exchange banks 
get the use of large Indian funds oi low nites an4 make 
them available largely* to tforeign traders in India are 
said to be the facts that capital in the country has been 
sliy, scarce and dear, that usury is rampant, that money¬ 
lenders flourish and have had to be restrainedT by law, 
that new industrial enterprises, even if sound, often, do 
'not get adequate or timely finairtiial accoifimpdation, and 
that the money market has suffered periodically from 
considerable stringency. A small class*, consisting largely 
■of foreigners, obtains financial accoramotkition much ' 
'more readily and cjieaply than fhe people of tfc^ country, 
whose need is far rtiore ur^enL The lutfdr ure^helpless, 
because the institutionB upon whjch they depend for 
accommodation hafe k^work under unfavourable eiircum- 
stances* The problem, Jhtrefpre, is' not merely to co¬ 
ordinate the different banking agencies, but*also to com¬ 
plete the economic cycle by^ making available, with 
proper care, to *the people ef the country engaged' in 
productive activities, the savings collected from the people 
of tlie countI’y.'' * * * * 

5. The question of licensing ahd restricting exchange 
banks,—rThe Central Banking Committee is"* unanimous 
in the opinion that the policy of the opefl choor to foreign 
bpnks in India should be abandoned, that foreign banks 
ah<5uld‘be regulated by the introduction of a system ofi* 
licensing similar to that Operating ip various othei^ 
countries such as Germany,, Italy, Japan, a^d Canada* 

* 

‘ C/* Minority Report, p. JSS* ''THub tlifi banks i<frm a 

retmtively And uncootAnllo^l part o* Ibe Ind^n backing 

Tbeit^ ftiHE^tiioa is t^uite ftpocLallsed afiik reanlts in ihe^ 
that tfie exporter has fjar better financial fafilitios than the onltryator* 
The ei^BDge'^^anks do attract Indian depoaita* bui on of tbeir ^ 

speciaiTsed buemess, drain ail the money to the ports in the busy 
eeaaon, wben it is quite as much in demand up-ootinir^* They bays 
afso pbawn little inoli nation tn|)£otip3Fate wilh ibe Indian join^t-atock 
banka,'; Barter, fmperifi p, 194* 
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that ^,no foreign b^nk should hh pepnittod to establifil 
a branch in India without a licence, arid that the licensing 
anthcv'ity should be the Keserve Bank of India* A licen* 
sing system is necessary partly to protect the intereste 
of Indian depoeitora,- partly tn give the Bescrvc Bank 
the necessary control over all banks working in tln^ 
country, and partly to secure reciprocal treatment in 
other countries for Indian bahks* 

A majority of the membors of the Central Banking 
(Vnnnittee has recommended thn( in fairness to the cx^ 
change banks already f^j/erating in India, licences should 
he given to them Ircdy, t!mt every licence should be 
given for a defmilo period, and should be automatically 
renewed if -^he liccnsiDg authority is satisfied that the 
provisions of tlie Indian liw applicable to such a bank 
and oihei^ conditions mentioned in the licence have been 
duly carried out, and that thC'^e conditions should be 
that tl*e exchange hanks slinuld ..supfiiy to the Beservo 
Bank periodical reports sjiowing separately their assets 
and liabilities in respect of their Indian and non-Indian 
business as laid down by the Jleserve Bank, and that 
they would bo subjected restrictions’on the basis of 
reciprocity* The Foreign Experts, however, arc not in 
favour of this licensing on the grounds that none df the 
exchange blinks has insuffifient capital or standing, and 
that the country sliould be free to enjoy all the banking 
facilities tjiat 'can be made available to it/ Some Euro¬ 
pean commercial bodies also have expressed tliemgelvea 
'igainsfc .^uch licensing/ 

f The majority of the Camihitlee has also nrtade the fol¬ 
lowing suggestions for improving tlic working of the 
excliange banks in India and for removing the complaints 
that have been made against them :— 

^(1) The suggestion of the Foreigh Experts fhat the 
exchange banks should examine the practidability of 

' f * 

m- 

' Bee thoir n«poi-t, C^nlral Committfe Beport, p, 047. 

* Seo tbfr ntatemenfa o( Ihe Beugal, Bombay, Karachi and Northocn 
India Gbambcra of Commerce, Central Gommittee Evidei;^, VoL II,. 
pp* /77* 510, 548, apd 677 reapectiTely, 
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altering their existing procedure to the'extent^ that tey 
sholild accept the hills of Indian imfiortera^ instead ^ 
buying thenij in the same way m that in which house 
paper of London cxjKirt houbet? is acfceptcd hy Aetn, 
so as to enable the bilU to be discountc.d in thd LoBdun 


market and to enable Indian impcArters to benefit' fmm 
the cheap funds in Ifiat 'rilarket, has been commendsd 


for the careful coiHidoration of the exchange banks* 

(‘2} If Indian itnporterB desire foreign exporters to 
draw on them jn rupee bills* the exchaugo banka should 
^iclp them in the matter* The fjomniittee biis expit:ssed 
the hope that *when tlie Keaerve Bank is *eatahliHhed, 
and when the average rate of disconut in India ia reduced 
j>y measures dealing with seusoniil stringency in the 
.Indian money market, this market Avili be itble to offer 
us cheap facilities lifi foreign niarkets, and tlfajl Indian 
traders will make use of both kinds of bills, rupee bills 
and hills in forelf:i^i currencies, uevording to their con- 
venieiico* ^ 


Gi) TJjc (Jonmiitlee has sr^gested to tlje Exchange 
Banks* Association the advisability of cor*suUine com¬ 
mercial bodies arvl other repreH^*ututm;s of Indian as w;ell 
as foreign mercJiajits before making any alterations * in 
its rijles* ’ ♦ * 

(4) The Commhtee and the Foreign have sug¬ 

gested that the exchange banfe in consultatjyn w'ith the 
represen'tatives of Indian insurance i^qjnpanies should 
arrive at an understanding with the latter, similar to 
thijt airived at by the Imperial Bank, for the acceptance 
by the formpr of the i)olicics^oI the latter, subject to the' 
supply* of certain information the Itenner regarding 
the operations of the latter** • 

(5) The Committee has suggested the ap[)oinlment of 
a local ijdvisoiy boafd at eac*h [branch #f every exchange 
bank for giving adyice regarding fel*, grant of'adva^cie 
and cash credits. * Although tlie advice given by 'such 
boands cannot be binding on the bankaf the “boards will 
help to establish a sympathetic contact be^tween the 
foreign managers of'these banks and^heir Indian cUentaj 
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and^tro r^ove tlie coniplainb that the managers favour 
theil ov;u .nationals at the expense of their Indian 
customers, 

(6) The Committee has recommended to the exchange 
banks tiie working but of a scheme of Indian probationary 
assistants similar to that of the Imperial Bank and the 
appointment to responsible "posts of such assistants as 
they find wefi-tramed and ePicient, 

Mr* Hjbiiedar, Mr, Sarkar and some Indian witnesses 
have objected to the principle that lic(^ncea should be 
given freely to all tlie existing brandies of the exchange 
banks in Jodia, and that they stiould be renewed as a' 
roatter of course^if the banks fulfil a few simple con¬ 
ditions," They are bf opinion that the issue and renewal 
of the licences must be at the absolute discretion of the 
licensing''authority, which must be'given wide but de¬ 
finite powers and which, under certain circumstances, 
may have to be guided by conaidoratieiis other than those 
,Gt' pure finance. They have out that in Ger¬ 

many, Ita! 3 ?, Japan, Car^iida and several other countries 
which have established a system of licensing foreign 
blanks, the Minister of Finance posses^s such absolute > 
discretion* They have admitted, however, that the 
exercise of* the ppwers must be just and moderate, con¬ 
sistent with the economic needs of the country. 

Further,^according to tfiom, the terms of the licences 
for the cxcljarge banka would have to be materially 
diCEerent from regulations imposed upon Indian joint-stock 
banks, because the very object of eetablishiug a liceneiug 
system is to protect the Iiidjan public, banks an^l others 
’.nstitutions from the unround working, unfair^competition 
and anti-nL^tional activities of the exchange banks* The 
aim of an Indian licensing system, therefore, must be 
to promote natioiinl economic policy in,banking, and the 
fjn'dai^cntal principle underlying itc provisions myst be 
that'only Indian banks, registered in India and controlled*^ 
by a majoiity of Indian shareholders, should be entitfed 

* Sefi Minority BepoF", Cbaptem XIV ftud XV and Mr* Badtar's - 
of Difiaent, Oeoh'al Comndtt^ Report, pp, 65& ; . 
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topfull and unrestricted banking privilegtfc, to the depAtirts 
of the Indian public, and the help of the liesetve BAnk. 

Moreover* in theii' opinion, there woiild be no reality 
in imposing restrictions on tlio e^changp bonks working 
in India on the basis of reciprocity* because are no 
Indian banks working abroad, and^betausa the time is 
very distant when Indiap ^banks, after occupying the 
entire field in India, would spread Uiemselves in othdr 
coonli^iea/ Until then India need not be^afraid of the 
retaliation of other countries in tlie banking tlMd- As 
regards retaliation in other fields, India’s position altrcad 
^annot be worse than it is. Farther, te introduction 
of a licensing system on the basis of reciprocity vrould not 
promote the object of establishing it, rw^.^ebniin^ition of 
Irhe domination of foreigners in the fields of thinking and 
trade in India* Jilupland, fiocuro iu the great sl/ength of 
its money market, and the patriot ism of its people, which 
have prevented foreign institfutionn from flourishing with* 
in its borders, bus €ourifl it unrrcccssary to impose^ more 
than a few simple restiTdSotis on the working of foreign 
banks* Oa the principle of rfeciprocity, tJ^refore, the* 
British banks working in India would be frt?e from most 
sjf the restrictioiiM that w^ould bd imposed ujxjn the other 
excjiange banks working in India. But among the 
exchange banks working in India^tbe British* banks are 
the strongest, have the largest gperatlous and most of the 
iip'CountEy branches, offer the most strenuous «jrapetition 
to Indian banks, and help Britlsli mercharits to do the 
same to Indian merchants, and thus inflict tlfe* largest 
e<;OBomv; loss ou the country. 

*.6^ Sv^estad terms of licpjice for exchange batiks.—. 

Mr, jSubhediir, Mr. Sarkar and^ome Indian witnessed 
have suggested certain terms*of licence for thft exchange 
banks on the basis that the drain bf the profits of trade 
and banking from jthe country must be stopped, jind tfiat 
rndia,must*be alloi^^d to develop her economic life ^anef 
mstitutions to the best of her abilities. ^ The os^jhange 

* * ' * * * 

' Tb« excepttnns are the EcBerve Bank, and the Imperial Bank which 

bai^ in Lundonj bi;t theiz work in Zionilbn la Tory nmited| 
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b&nilLS must be to realise that o*pportiimties in the 

of banking^ in India wouW be no lon^er^ nn- 
restricteS for them, to Jlie detriment'of the Indian banka. 
Mr. ^ubbedyr avd Mr.tSarkar have atated that tnany of 
the Tcstuictiona on tlie exchange banke proposed by them 
exist jn the Japaii, Canada, South Africa^ Aus¬ 

tralia and several Confcinenfcai eountriea, large and small, 
and that, as ^Jie evils of foreign banking are the greatest 
in India, more drastic restActions are needed in this 
country, • 

One restriction proposed as a teruf ot the licences 
to be issued'to* tlie exchhngc banks is as ;;egards dc|x>sitsV 
The suggestions that have been inn do in this respect are 
(hal tlw bank^ shoTild be made to bi iiig 50 i^er cent of 
their working capital from abroad, that they should bd 
allowed t« receive di?posits from Inihajrts only to the eXtenf 
td the blinds* that they need for financing the foreign 
trade ill Indian bands, that they should bo made to pay 
a sjw^ial (ax of one-half f>er mi all tixed deposits 

\received in India/that (|iey slvould he allowed to receive 
Indian deposits only if they get tiiernselvics registered in 
India with rupee capitaband Indian directorate, or that 
tlicy should be prohibited from receiving deposits in India' 
from Indian individuals, firms and companies.“ 

The exchange *baiik*: are saitl to attract more d^ixisits 
than arc needed ft>r tJie ft-nanre of Indians foreign trade, 
and the siuplus deposits obtained at low rules a^ro said to 
be used by them to compote unfairly with the indigenous 
bankers and Indian bunks in the finance of internal trade. 

• Tile cxch.uigc banka are said to obtain these 'dcpbSitij 
•mot liecause they* are jafe^, but because the d^pogitols 
have hopeg:.of obtaining better business facilities or better 
hank references for pnrfKiaes of foreign trade, or fears of 
the withdrawal or curUilment of the existing facilitieg if 
JhcTi' w'itlidraw or ueduee tfieir deposits> and also because 

* See fMr. Stiroffa iviiii’vvers, Contjftl Committee Evidence, Vok JII| 
pp. 177^. 

’ S(w the_ ftnHAverft of thfl Tepr^^sDutativen of the Bengal .NalcofiBil 
CLan^ber of'Commence,^ Central Commilice ETidencei Vol. IIZ, p, T46i' 
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of their fopje of ^ habit and tile pixjmganda wndncted 

by the banks against Indian institucioiia. In reality, 
the'depositors of tl^^e banks have safety *yian*1ihos© 
of Indian banks, because they have no prittr claim even 
on tho Indian assets of the banks, and even if a law is 
passed giving them this lien, the prptection would not 
be effective as tlie banks could qaiekly convert a large 
part of tlieir assets into* m^iii ami remove tJicni out 
India by telegrams. Eveji if t!ie banks^ are safer, t!ie 
need of safegiiiirding the interests of tlie Indian com¬ 
munity as a whole is said to be un infinitely more im- 
^portant consideration than the convenience of si Jew 
depositors. i * * • 

The profiibition would not subject Iiidian depositors 
to any hardships because they liTiv« iwriple «cojje for 
jfeeping their deposits with other safe in.stittilioiiH. Q'he 
Imperial J^ank aad the provincial co^operattve banks, 
with Goverjimeni behind ,fhem, are rpiite safe. So are 
some of tfio Indian joint-stock banks. Moreover, the 
depositors cun invcsi,^h^lr savings in (jovefinuent, 
municipalj and Port Tr«st se^jurities, and iiL postal ca^ 
certificates. • * * 

The prohibition wnuld not cjripple the res^nirces of tlie 
exchange banks, because tl!e bunks’w^ould. be free* to 
obtain defjTJsita from foreign individuals, firms and coin- 
pun fes resident or operating in Iwdia, find the loss of tlie 
dejK>sitH of Indians can be irAide good by bringing funds 
from liondon and other international centres. More¬ 
over, they liold a cejlain amount of Indiah Qpvernment 
securities, and they can borrow funds from the*Imperial 
Bank *or the Iteserve Bank against this security, when* 
*evQr^they need udditionul fuflds^tt» give loans or advance^ 
In"&pite of tho restriction ctfi the deposits, tjierefoie, tffe 
banks w'ould be able to carry otv all their functions and 
activities in respect of the finance o£ foreign trade, to 
render tanking jferyices to t'hetr clicmts as beftjre, aed^o 
earn* aubsluntial (profits. The only c&aiige in thfeir**posi¬ 
tion .would .be that they *vould probably have* Ifo curtail, 
to some extent their finance of internal, trade. 
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A majority of Central Baoldiig Committee and the 
P(5rej^ Experts have expressed the opinion that any reg- 
trictiffn on the deposits of the excha,nfTe banks in India 
is neither necessary fetr the develop! in on t of banking 
facillttes in India,* nor desirable in the wider interests of 
India.' • . ^ 

A section of Indian? opinion, however, Ims pointed out 
that the Indian banks have dof secured larger deposits, 
because they kave come late ,!U the fields and that the 
benefit of the Jow rates, at which the oxcluuige banks 
obtain their'deposits, is not transferred to Jhc merchants, 
IhG^pToducer^, pnd the public, but is retained by them, 
the siibst-intial difleretuv. botwcon their 6ormwing and 
lending rates makiiig up a Largo part of their profits. 

(2) Another restriction proposed as a term of the licence 
to be issuedlo the exchange banks is that they should be 
jirohiliitt^d** fro.m having any branchr^? in tiie country 
except in port towns. This j.Tr>posal has been made for 
the purpo.se of protecting Indians G^qagcd hi internal 
trade ftom which t^ey are being.-iriven away by foreign 
rtfereliants w*^io obtain SfKjQ^al facilities from the exchange 
banks, and of protecting" the Indian banks which are 
Huffering from the competetion of the exchange banks in 
the* interior. The penetration of foreigners in the interior 
and their direct contact with the Indian producer^ and 
consumers arc regarded'na dangerous, because they mean 
a transfer pf the control ^f Indians economic life into 
foreign hands.^ ,The control should, therefore, be hmited, 
at any ruie at first, to the ports. 

Out of 84 branches of these banka in India only .19 
Sire located Jii tlie interior ^at It places, out of yvbich^ 
four are hill sta^cinns ai?d not commercial centres. ' At 
the other se^en ceiitrcB, the imperial Bank has branches, 
and at most of them the Indian banks also have branches. 
The it) branchefl^ belong to only 4 of t,bet exchange banks. 
Thelbapks can eniplby either the Imperial Bank or, one' 
of th6 IinXiaii banks for their work in the interior, so that 

* * • 4 ‘ ’ 

* Control ComniLttGC Beport* pp. 337 and 647. 
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tlie propoa^ residet'ioa would not imjpse any j^ardshlp 
on traders* *' 

The majority of jfie Banking Coinyriittoe, ISgwoiier, is 
opposed to this restriction on the ground 'that it may 
harm those engaged in liandlifig thee foreign trade of 
India.' In its opinion, the facility qI direct ftnmection 
with foreign expoi tera and /niporiern is beneticial toJudian 
mercliants. A group oT llrts uiajority of the Connilittle, 
consisting of six niembcrr^ in a minute ^)f drsstmfc, has 
expressed the opinion that the unjustified.eiicrgachnients 
of the excliaii^m hanks on tJie hold of the fftiaiicc of in¬ 
ternal trade have assumed sneh^ proptjrtiojis/that Kon- 
Indian bank should he iiliowctl to JiavoMtny hi'anch 
up-c(mnlry, ?>* at jn^y jdnee other than tlie main iwrts 
of India, viz. J^ojnbay, Oalenita, ^ladrus, Karachi and 
Bangoon. * 

0^) It is piY>|kJse<i that no cxcfiango Ijnnk* jjhould he 
permitted t-o obtain a controlling inlore.st* directly or 
indirectly, in any^Indian bank. To weenre this, Indian 
hanks must be made-sNi* k^ep sepai'yje registcrfci T)f their 
Endian and noii-Itidiarf sliaMcljolders, und while tluyr 
directors can*freely allow transfers from i^fic noii-Indian 
register to tfie fcdian one, tiujj' Jinist^carefully scrutini^tc 
eyery transfer cire versd^ and must jw^riodiQilly issile a 
statement to tho reievajit authority that noj nioro than 
40 per cent of the sliares are livid by forei^^ners. 

TJjis rcBtrietion is said tu he necessary tc^prevent the 
3Kc]iange biiuka from evading the pr( 2 \ious restriction 
regarding branches by transferring them to now or exist- 
E^ng banks registered in India, but owned entirely, or to 
the g^^tentpof the eoiitrolliijg interest, by the exchange- 
>finks* It is Tilso said to be we^at^iry in order to prevejjt 


jhe exchange banks from vfcariously securing the benefit 
}£ privileges and prcferencea givc^i by the State to Indian 
>anka,>by registering and owning new ■lianks in*India, 
>r by obtaining (JCrtitrol over some tU the exisfiiig IfidJun 
>anks* The restfiction has become inevitable ^after .the 


' Central Committee Report, p. 340, 
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of the Allahabad Bank by thfTCha^red Bank'. 
It"*is farther pressed that the tSh'artered Bank should 
be lu’ftde to work qnt a geheine by which, at a niininiuin 
loss to itself, its contolling interest in the Allahabad 
Bank,,would be r^truiisl'etred to Indiana* 

(4) It is proposed that the exchange bniiks should be 
prohibited from engii^ing in trustee business in India, 
as it would place Indian jiioiiej in tiieir hands* 

Xs) It is sufjgeatcd that I fie licence should lay down 
that ttie whole stall, exceptirig tJie manager and one 
more officJal* breach branch of an exchange bank, must 
be Jiulian, but tliat to jneveiiit hardship, the licenaing 
authority mity fcin[K)rari(y relax this tcjiiiiin exceptional 
cases*' 

(d) The lieeiised* banks should pay full income-tax on 
‘their prohts<5arupd in India, and leveiil all accounts to 
the tax awthorilics to eiiuble them to assess tlie tax 
satisfactorily. * 

(7) Por tfie protectiun of Indian creditors, pogsessioii of 

the assats of the licensed banks jil^Indra should be taken 
IJy the Official Beceivers qf tfic jndian High Courts, if 
they happen \o go into liquidation, and they sliuuld be 
made to include in their ;ir|-icles of association a jaovision 
givkig their Indiun'crcditorff a complete prior lion on all 
their asjsets In India, and to obtain from tlie High CourCs 
of their own*countries cu^'tilied orElem to this effect w'fthiii 
one year. ' • 

(8) Copies^ of all returns, reports, balance-sheets and 
papers regardm^ their business in India sent by the 
licensed barks to their head offices abroad must be sen4 
tp the licensing authority, and all inforniiition regarding 
their Indian buHtpess must He sup[died by* them th ^hc' 
HHensing authority in the fort^j desired by it, thte licensing 
authority having full discretion regarding the publication 
of this* infoimatjoq, 

(9) * The admission af the branches of tile licensed banks 
to*cle^riBg houses ahd their eligibility "fipr rediscount 'and 

■ ' CJ* Mr. Rrfmucliemdra . rtau's atateWnt, Central CoEimittec' £vi- 
deiic€, Vol* II, p* ^61* 
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vlher facUiiies tlie Iic^Hei*TO Bayk ahoirtd depend 

upon the diBcretion the liceiibin{’ aathortty* A glar¬ 
ing* house ja a> puhlie convctiieriee wlwoh hliouW b<t con¬ 
trolled by the (Central Bank of ft country in wnya most 
beneficial to the country, and adifiiHsionlo a cleaiin^>*]umfle 
cannot be claimed by ar^y liank as .a* matter'of right* 
rridian bankt^ should also l>e ^iven a prtnr atul paramount 
claim to redlscounl faelluAs I'roni the Reserve Bajik,*as 
(lio facilities constitute atclirc<'t cm'onra^emenl, iis the 
Reserve Bank has been set iij> with State haViTu*CH and 
reserves, and gs the evjH^nence of other coiuftries is that, 
in its work of re^^nlaiing Ihc e^fiai^sjon nivl contiSK^icm 
<jf credit, foreign banks do not t^ive the same'co-operation 
U} the Central Bank that the local banks do* 

(10) ft is pi'oj^iscd (hat the licensed hanks Wiould be, 
pj'cvhibitcd from ft>rming a rmg, p4:M>l or coiuhination, or 
making a. working* arran^erneTit with an\i otlW bank or 
jicrsmi, for the puipjrfo nfJVaimng business rules, or 
iiriposing idiargc's^in their Indian (histomers, or any tiLbcr 
tibject JifTecling thest^'LSKtoniers, wdtliout the exprejv 
sanction of tfjc licensing iiiiJjiority* , ^ 

(J1) The licensed banks and tboir officials should iinder- 
tako to abide f)y all the la\\> hf India, in tlie scttleipent 
tif difctputcft between them and Indian individuals, firms 
and conijiaines, and lurf to claim any special protection 
Jigainst these laws* ■ . 

((^)^The licensed banks and their officials ^*houid under¬ 
take to refrain from assisting in any itiiyiner any anti¬ 
national movement in India, *, 

- Mr* Harkar has suggested that if tioveriiinent can es- 
labliqh a conventioit with exchange banks for carryi^ 

oi/t' some, of * the above rostriVtions, Fhev mxid not Hbe 
included specifically in the* beence to that Extent, ^ 
Under the (xoveniment of Iifdia Act 1935, it only 
permifcjuible to impose the' same restVicIions ^on IJritish 
banks w<rrkjng in India as those imposed on Indian-bafiks 
,working in Great Britain, 

* * * * ’ * 

‘ See his Minute of Diaseut, Central CoinmiifNe Report, p. 560* 
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7. -SuggeBtlODS ^ for inci^asin^ the^ pafUeipatlon of 
If^dlalls in the handling and finanqe of foreign trade*— 

We i?^iay*turn now to for increasing the parti¬ 

cipation of Jndmns in “the handling and the finance of 
ladia's foreign tiude. Kven the majority of the Central 
Banking <'ouuni( has admitted that India should not 
coniinGo to dcpeiitl oiii the facilities provided by tlie ex¬ 
change banks for the financing of her foj;eign trade. The 
extent of a nation's particip^tioa in its foreign trade 
depends vitally upon the banking facilities obtained by 
its tradorw*' It is hut natural that Ihe exchange banks 
shosild give better taeiIndies to their otmi nationals thanv 
to Indian^, It Ins bca-n mainly with this object that 
AmerieaTij hVeind', Japanese and banks have been 

esUblisti^d in ?n<tiai even after a miiiibei' of British 
'banks bad jirmly established nietnsolvcs in India. * , 

JSroreovC’j' BtiLish hanks al! over thb world have been 

* i' 

very coii4tT\ative iii granting ciedit aa^onunodation to all 

iion^Entish eustomei^..'* They have undtdy kefit down the 

period d' tlie grant pf credit, undiave been unduly strict 

ill the selection of jnerchaiids to whoin they are prepared 

to grant crejit. fTcrniany and Japan, therefore, esta* 

hhftlied their own banks ^or the craiit.cj nuire liberal 

% 1 ^ 

credit to their tnvu merchants, and the wonderful growth 
of the foreign trade of both thes<\ countries biought Otbout 
by their own nierchanlti during the last half a century 
or Ro Jias been attributed to the liberal credit facilities 
provided by their own l>!iTikR,^ The Conlral Banking 
Oomniitlet^ and *the Foreign Experts, therefore, have 
suggested that wen-established Indian joint-stock ,ban^s 
should open foreign connections for the benefit of their^ 
(?Ustouiersj as the Cierm^m tanks have done, eo as^ to 
avoid the hc,avj cost of establishing branches at foreign 
centres/ 

Secondly, tlie Committee.and thq iporeign Experts 
suggested that whep die Beserve Bank was brqught jnto 

' Cf, Barrett-Whale, Joint-Siock Banking tjfnnanj/, p, 67, and 
Parker Will 18 kml tfaekhart. Foreign ^Banking SgUemit, p. 

* Bee Cenlral C«vnmtttce Hepoit, p. 64B. 
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exiatence, r^rictious that had be^n ,iipou 

the foreign exchange buainess of the Imperial Bank should 
be Tfrithdrawn, and Jlmt the Bank should be p^f^^sua(J^d to 
play an important part in financing India’s foreign 
trade. The rcsirictions cauRed much arwioyaiice to large 
section of Indians, stiine of wlioin .issejled before tlio 
Committee that the reason given- for imposing .Ihcin, 
namely that foreign eAttcHigo buainoss was risky and, 
therefore, unsuitable fur the liank so g as (ioveii- 
inc?it kept its balances with it, was not ^il^l^flw^ory, be¬ 
cause tho business was not attended wilh ■nindue risk, 
and that the real rtaiHon for imposing them was a surren¬ 
der lo the inihur demand of tW excliahgK banks that 
tlieir monopoly of tins business should not be disturbed. 

I’he Managing Governor of the* Imperial Bank has 
expressed the opiniim that, aUfiough tlie cjicliange busi-’ 
ness is technical,-the sl.ur of the Bank candje trained 
for it in a short time, a yd that t)io Bafik viould have 
no dilTiculty m establishing a idosc connection with the 
fjondon tiionoy niark^'i^ ijcccssary for traiisjwnkig this 
business successfully.’^ /The i^eiicy fiuslness that it doefi 
for some of the exchange hunks, the large iimount of i^s 
inland trade tiin^iice eoniicctctUwith foreign'trade, and the 
exteiiHJVT area of its working would also help the l+arik 
to make it success of foreigni exchange business. 

The Committee recommended thiU ali an iii'ducement to 
tho Bank to lake up tliis biwiness uchvci v/the Jteserve 
Bank of Tnilia should ap|>oiiit tho Bank as Its agent for 
5 years or such other j>eriod as it niigJit eojfsjde^r desirable, 
In all those places where it had no branches', but the 
Imperial Bank had. The Committee, however, was c\f 
opjnihn that,in the interdt^ts ^of the Indian joint-Htook 
banks, th6 Imperial Bunk should nut liuve^a permundlit 
monopoly of this agency business,, and that after a certain 
pericxl^thc Beserve Bank should be fyett to appoint any 
of the Indian b&nts as Its ageriU and thus to give,them 
stafua, the confidence of the public* and lurge'amounts 

' "See Mr. Mftr’Vnnsld’s ansWre, Ceutral Committre Iflvidence, Vol. 
I1I„ p. 878. 
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of chedpv de^Wfilfcs, To remove the un- 

ajhmpatbfttic attitude of non-Indian directors and officials 
of th^ In^periul 13unk towards its Indian cditotSi the Com- 
uiittee proposed tliat tJn; enjoyment by U of the privilege 
of th^t Nole af'eney of the iteaerve Bniik should be made 
dependent u\n}n giving Indiana a tnajorily on its 
Ooiitriil Bojiid, and tbree-foiirtliH of the seats of its Tjf>ca! 
Hoiuds, of Directors, and ivs' shj]jpuge of all further 
appointment i^f non-Ii)duuis iVA ifs staff, except in apeciat 
eased and with the approval of tfie h’inanei" buster of 
fhe (Jovenfment of IndiaJ We shall sew in elmpter X 
liow Jar those re^-oniinei^lations ha\e been eanied out. ■ 

H. Proposal for an Indian Exchange Bank. State or 
joint>stock. — U’ui'dier, the CniuiiiJtlc<‘ reroinmended that, 
if tiie Keserve Dank waK iinahl^" hi make any satisfactory 
arran'*euient ’iNitli the Imperial Hank, or found that the 
latter wiL^4'iiiiabJe to take up Rubstaiitial foreign exchange 
huKines<j wdhin ifm agreed period, tioventment should 
eHtnldish an Jjuium ilxehunge Hankj- ^riie Committee 
w fiH ni>f in favour of, esliiljlisfurfg t:*i\ev\ bank with (loAvm- 
leent assistaiiee unless un vndea^emr was made to achieve 
fhe same aim tbrougli tJie exisfin^ Imiierial Ihink, the 
dcvelofniicnf of wliieli fnid^cost India n*uch. The new 
bank should haw a ciipital of its* cnu'cs, wliicdi should 
he ae(|uiret\. in the course of years, as far m ^wssiblo 
in tin* form of subsrh'ptions froni Indian joint-stock 
banks; the Jiulance should'be supplied by (tovecnTiient, 
whiclj should gi adually seJI oil ifs holding to tlie public* 
As long i\i (jovernment owned snore than one-hialf 
ihv capital of the bank, it should be given tho right "to 
sippoiiit it iHiijonty of tho directors of the hank.. The 
rtjpitrtl of Rs* cjlires wottld not enable the bank to Reeiire 
a nialcriiil sliare of the foreigrt exchange business of India, 
and it would not be able to obtain largo deposits from 
the pilblie, until it secured *jts confidence by mhans of 
eaf'eftii ma^uageiueut.* Por the first fcM-^ years,'therefore, 
it wnnlrf'l|ave to depend much utwn fiWneia] assistance 

^ ^ ii hi 

' Ci^ntJal Commit' Ueporl, p. 347. 
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oBtaioed fj*^ tSl^^ Reserve Rank by means ^ re^ 

discounting of its foreign bills. The ^ bank should be 
given a priyJleged posUion by its apjKJuitinent as an ail^ciit 
of the l^eserve Bant for (h>vem);uent*remittaii?so opera¬ 
tions subject to the control of /he Ji^^ervc Rank^ and 
the condition that Ihc bank did noi secure ajiy profit 
from sucli a|>€nitiuns, ^ ^ 

Six members of the Oo^craiiltee, in a mumte of dissont, 
recommended that Government Rliould establish at onfce 
ail excJiauge bank wiHi a ^capital of Jia, ctoivs, sub¬ 
scribed by itself/ They were opposed to the* proposal 
that the rmpSrial Bunk sliould be induced to do^ijop 
foreign exchiinj^c business on tAe gioujiJs ’fjiut so long 
Hs more thini <me-[iail of lis siiarcs coiitiimed tt. be owned 
by iioji-lnclians, it could not be regurdetUns a jwedomin- 
jyiiiy Indian mstilulion, and that liio prei>#nderaiire of 
nun-Indiuns on iW slnlt would (*fmtiuue for sevend years 
even if further reeruitinenl of non-TndianB to *tho Btaff 
was stopped excojit in specjal cases, so that Indian mer- 
(dtaiits could not*olda»»;^fjptn the Bank tliat atlkude of 
sympathy, help and guiidano 4 * uhicti was estetitial to' 
enable them w secure an jncrcAsing sluire m^the liandling 
of the foreign trjido of tlie count'hey'recoinmended 
a full-fledged Htate Exchange ihink/liecanscj tlie silnia- 
tibn creatf^d by the monopoly of tfie exchange bimks was 
53<.> difficult that it was essential ttt bnnff the ifill restiuices 
and prestige ot tjie State to U*ar upon it. * 

9. Proposal for ‘joint’ banks, — 1\ was sug5eht<'d to (he 
Central Banking CoriinuTtce that the Veal i^nd luftUng 
solution of the problem of Indian foreign trade finance 
wuH tlie establishment of joint bank^ controlled by Indian^ 
inj .jfoii-ln'dians belonging *to ^Jie comstnes viiih whic'h 
luiha traded, eijual parti^rs. Foreign tra<Je is befweSn 
two parties, and if is opposed ^o tbe interests of both 
that oT\e of them, either tiidiaii nr foreign, should domi¬ 
nate the finance* qj* the trade. The trade a.Siwell as its 
finance need Iheico-operation of both the partji^s,,' itie^ 

I , * ‘ * * 

* Boa Central Committee Jleport, pp. 500 et* seg. 

■ 
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rupee^tapital of joint baakw woujfl be^supplied by 
InJisins, their forfeign capital by foreigners ov^seas, they 
would be under jojut-supervisioii, afvd their profits would 
be divided among "tlie partners, 

Moreo\er, owing to the severe coni[>etiiion in internal 
and f^)rcij;jv trade, the Indian joint-sttwk banka and the 
exc'hange baokh baVe^been eonjuelUal to enero^ich on each 
other's jJi'esorvoK in the stmgglo for j^rotiL To prevent 
tfiiri, it has been suggested lliat tlic Indian and exchange 
banks sliould Vvohe sehentes of anialganjiition, which 
would rc^jjlara^ compel ition with co-oi>eration, and whicla 
wouUl reriiove all suspielon of coutidcation, domination, 
or ahborpMiju Kach l^iViik should be given uu equal 
interest m the other, and the two t^hould nork together, 
not as agents qr for-nia! sliareholders, Imt as one esta- 
♦ blislnuent inauaged for iho heneiil of bo(h. Their expert 
Staffs shotdd be freely ijileTchstnged, their policy sliould 
be deteriiiined'h\ full and frank coiisullations, and they 
shonUl ncrept i'ul! responsiitility for their mutual \»iclfare* 
Tho fV.nlral Ihinking <\iifjmd^e apfnoved of this idea 
ftt ‘‘joitir' hanks, ptomolijig <-e-opeialion and good-wdl 
athotig nation*"^ trading wtlV* one another, hut it expressed 
Ihe op in urn lliat the idea cpuld not he enforced by means 
of legishiuoii and v(us one pYimariiy lor Vlie shareholders 
and diroctoVs of the banks to carry out,^ Mr. Sarkar, 
however, eofjhidered tiie^suggeslion to be impracticable on 
the grounds that the e^ichinige banks would not accept 
it except uirder compulsion and that Indians could not 
provide tJie large •amount of capital that would be needed,^ 
Til Mr* 'MebficdarV opinion the best course for thos^^ 
British banks, wliicdii did the major portion of their total 
l^^usiness in Tudia^ would he la get themselves regi^jteired 
iir* India, to convert thfeir ^sterling eapilal Into rupee 
capilul, and'to trunsfer their head offices from Ijondon 
to IndiA^ This would mean that, according to t^e res- 
tnetiaus proposed ty.him, tfie owneriihtp of more than 
oiite-hfllf'of their capital would have to,be transferred to 

* _ f 

* C^iUral' Cmiituif toc Eenort, p. 353/ 

’ Bee lii(t Minnie joi thseent, Centra] Conimitiee Keport, pp. 5G9-70. 



FINANCING OF INDUSTBIE6 


213 


Hdia^ns. Tjjis tr^pafonnatioii would te in th$* iikan?Kt 
of the British shareholders theinyclves, becuuso the banks 
would bo able not ^olily to heep all ^heir business' and 
connectioiis, but also to add to tljom by lakinfj*<^vor fho 
Indian deposits and a lar^e part of tli^ IndiaJi business 
of those exchango banks whkdi eoukl not get lUoinSelves 
registered in India, and by getting Itie benefit pf the 
concessioim that would btt j^iveii to tlie Imliiin joiiit-wlock 
bank'^. * 

JO. Conclusion i—Hardiv'anv of Ibe jeconimendations 

>L I 

considered in ilHs ('Jnqder has been eanTed*ortt so far, 
and ttic rnono|^jl\ of (he exchange banks and. 
lion in relation Jo I lie Indian barftis ivniaiif |>Y|ietieiiJly tlio 
sanio fodav^ as tliej were in lOdO. Hardly aiyv cfmnge 
ju tiiein ap{>t’‘ars likely in the near also. * 


. (JirAPTUB IK 

« 

* * , 

Financing ofJndiiBtnes 

L Ftnandal difficulties of^major industries.—buitis- 
trie^ need Idork capital to fhiancv filed assels, snel^ as 
landj buildingg, rnachinery and other durable*ainl perTna- 
iicnt apparalus. and wsw'kjug <'i^)it!il-b* funfiiee floating 
assets, i.c. for (lie purchase *>f ftnv iHalenab^, their con¬ 
version* into finished gt>ods, the piircliiHe of fiTorcs, expen¬ 
ses connected with Ihe marketing of ^oods^ financing 
oiitstandjiigs concerning goods supplied, and tbV]provision 
of fun'ds for daily needs, Block rapitai is iieedod by ne^ 
in^lutrtries *to. make a sttut, and by ^>ld indiiatrieis tVir' 
cxpajisiou*aiid replacement^ is jnorc or^less permifli- 
ent. The working capital is l>ai;tly long-tonn and partly 
short-tgiTm. The pro^x^rtion between ^bl^ck and working 
capital in everjf indu^itry Sepends *iipon its mature,; the 
more roundabout* the processes of ]1rodiietion in jin fh- 
fluptiy, Iho greater is the*prnportian of fixed to*<ircuIating' 
capital in it. 
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Th^’epresentatlves of European Qhamberfi of Com¬ 
merce, the Exchange Banks* Association and the Imperial 
Bank of Jndia^ in their evidence before the Central 
Banking' Committce, have expressed the opinion that 
major indiiKtries,, establi^^hcd on sound lines and giving 
a fair premise of snccess, Imve no diflfinilty in ofilaining 
,tlie neccHwirv fm;ihc"t\ hir hlot'k or workin^^ ('Upilal from 
the existing son ices of sopply^^; tlKit. every industrial con¬ 
cern should obtain its block capital by means of public 
or private siibw^rif^lions to its' shfires oi- dcbenlnreK^ that 
when it eai)..Hirpply a balance-^)>ect pro%nng its soundness, 
the commercial banks should supply it with working 
capital on llu security olMl^ s(<)H{ and (vthyr M({aid assets; 
and thill il slinuld ind, iind need not. look to (lovenijnent 
patronagf or hnnnHiU*. as^^istanee.’ 

I They havQ, however, admitted that their experience is 
eoidined n^iostly la the Presidt'iicv towns. If Eunit>ean 
indnslnes in Ivnlai ha\e no diftitudty in obtaining all the 
finance that they nc(;d, this inu^l he due to tfic close 
nmeh that tliev have inainlained with*the foreign banks 
in India. Indian vitnesses Ifefgja* the (Vniimiltee haA^o 
expressed Iho opinion that* e^ven the major iTndian indus¬ 
tries have to Aindcrgo great diffieulties in obtaining fin- 
nnd that the general p^)sH;on in flifs respect is \ery 
unsittisfachJry, and tins is the general ojiinkni in tbo 
country also, ' ^ ^ 

Even as regards initial (syiital for prorrujtiTig industries 
the available^finiineial facilities have been Very inadequate. 
Exce}it from 1010 to 1022 and from 1043 onw^ards, which 
wore vearj^ of inflated currency and abnormal activity 
tho funds aAailable for promoting mduBtrial companies 

the shiif^e of private subscriptions to their shara capital/ 
hive alw^avH !>een' STnnll, * 

The agi icdltural classes prefer to use their savings to 
obtain ornaments, purchase land, extend or improve 
agricullure^ or 'giVe loans to ncighbotirs. Even ,the 

fc * V ' * * ' 

, ’ Se«^thk start«?monM of the Bengnb Kara<?bb ^ndrafl and Kort1i«ry 

India Chanil^tA fjf 0^>mmfrct‘, Central* CrunimiUeo Evidlinco, Ydb. H, 
pp. 472, 5fU, bra and 57G and Vol. TII, p, m 
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lyiddle classes wlio live in the yuialler towns/ including]: 
metcharrtH and profe^^munal dasKCs, pi^efer to tlteir 

savings in loans to*neighhours, landed pi'0|.M'rfx, Gov- 
eminent, municipal or Port Trunt hceurities, which assure 
Iherti a safe ineoiiie tree from Ih'o vieirisltudes of inAuntrial 
and connneiviul veiilure^. I'he * of these 

classes to invest Hnvin^s in industrial HoeuwtieB is 

})artly duo tii Uio fuel lluti there !nv no hunks or ottier 
iiiiiincial ii^ericios in tho rural nwwH luwl Miraller towns 
to liring lljem iiiio loucli witli sudi sooiyitios* 

A large [ir^porlion of tlie people of I he larger towns 
even prefer to nivesl Ihojr sa\iygs in (loyoipinienL-^wtunj- 
dpal, or Prjrf IVust seenntioh, parti\ on iiiineijde 
of safety first, and partly beeausc there are no orgtim- 
Zrttions to fiicdrlate the purchase‘and* sale of * industrial 
Vocuritie>^ with the exception fif a sttK'k* exchange in 
Madras, iit>iuhay'and Calcutta, ami no jij^titn^itais ready 
Ui lend IVeelv w the secucily of iiidnstrial shares, j^o that 
(he hliarch olUni»heconre ns <Iitlficttlf tf> sell as trumovable 


# 1 * ■■ 
l>roperty, and ilives!n.^^nt*in tiimu bfeomes equilalcnt to 

ji lock mg-up of suvuTgrt, ^ome witnesses before Jhe 

<Vntni] 'HunkiJig t'oiiiiiuttee ha\e mentioned that this 


reluctujitv to invest savmg^s'in indpsirial shares is also 
due to the jnibhc belief that tlio industrial aiul fiseal jfoiicy 
in India is not detennined b\ a (lovernmoyl resjxmsible 
to tlie I ml ill ri legislature, / 

^2. InYestment Intermedidries.^—In <lje;^ Britain and 
the insunince companies, ip vest men I trusts, 

building societies and privule husiness *coJT<uns invost 
larg« funds in industrial securities and help industries to 


obtijin loog-lerm capita! linking up savers witfi b»r-^ 
LT)WTi’R eipjtal in this wa^. Theh' ofienitions, Injw- 
cver, give little hel[j Ity new amcema,* because fliey 
goTicrally puR*hase the se<mriti(»s of established concerns. 


In India, howpvrr, the ^lart played*by sucli investment 


irrtermfidiaricH is*very small. In^i’ance co*hpanieB Jfave 
invested only 0 ^er cent of their funds in indiisirurf securi¬ 
ties. Their holdings uVe mostly GoVemuiepf and sejiii- 
Government securities and the Insurance Act makes it 
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oblif^^tory^oii them tci keep at lea^t 55. per cent of their 
in i^adi securities. Proper building societies 
hardly exist in ludn uud the hohling industrial eecuri- 
iics by private business cijiiccrria is small. There are 
half a,dozen invorfiment companies, but all of them can¬ 


not be rOpifariled invoslnient inis(s. Morfviver, only 
three of tiioin, r?>, Biuls (nveNtmeut (’^^U]lp^lt\^ and New 
India IiivestTnenfc Pmporulioit, "both (kI Cnleutta, and 
Imlustrial lnve^()ru*nt ^Piusl of Bombay, are htir sized- 
The other three are \erv Hinall. Their investment 
is alKHit Itrf- erores arid (hiveiniuent and semi* 


Govejiuinent seeuri(io}> iiioiv proniinenlly in it than 

induslrial ^eciinties. Thus, in ItmIisi insliVulious hold a 
very smiih [>art oi Hie mihis(n:il >.eeurJties* most of wliiclt 
aj'C held l>y individiails. 

^ li. Inadequate part of conimercia! banks in financing 
major Indotries.—Further, the tollowin^^ infonnatioii 
shows thati fhc ]iart placed hy the e\istint( commercial 
hanks in Hie hi in nee oi Iiidiini indiisfr'ij'^s is very inade- 

fl) AlHionuh the\ ean valuable assi^stance to new 
cimcerns by ushi" their own 2 ^^'d-iip cupibu and reserve 
to purchase the debentures of, the latter, su as to transfer 
them later to the investing public, Hiey do not do m 
owing to a jiolicy of coust^tMitisi i. They do not evejt 
underwrite industrial sha/^^s or dcbeiilurea, or lend Tnonev 

^ c. f * ■■ 

to a subslantijjJ extent against thei^c peourlticR, Tl(^ Im¬ 
perial Jhmkj the larges? commercial bank in the c<iuntTV, 
cannot give, loans to r^incerns for the pnrjinse of block 
capital, bmius) il is pTevonted^b}* law from lending funds 
fos* mru'c than six inoTiHis, or w the seeurity of industrial 
shares or immovable prop.Tty, The oflier banks have 
follow^ed the i example of the^ Imperial Bank in this 
respect A 

(2) In giving ic^aijs for the purpose of working capital 
against the security cf liquid assets, such a& stocks, the 
ImperiA Bank keeps a margin of 30 per cent or more, ^ 


* {?/* Bi^nj's] C<>nnD>ittce Kepcjrt, pp. 121-3, 
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that indtistmi conceras have to provide tlu»mse]ve^^^M^lh 
not only the eiitire*fixed capital, but also a large jiropor- 
tion ot the working capital, or borrow it from judjige- 
jioua bankers at higli rates nf interest.* The otlier^banks 
have followed the lead of tlie Inipenil Bank ih this rcB- 
pcet also, and this aititu^c imposes'a greni hardship upon 
industries, esi)eciaUy wliei* prices arc low. The hardship 

is increased bv the fact that the hanks (in not take into 

■ 

consideration ihc valuiible fixed capital ^if indiistHes, as 
general scciir^iy for their loans. 

(M) (‘ontjary lo the practice many banks in WT^Vtcrn 
countries,^ bailks iu India do not lake into tonsideration 
the })ersoiiaI (-redit and hoTiest}^ of the borrowers at the 
' time of gran hug loiuis, and demand tfid full i^tcuriLy 
■ tangible and liquid assets. 

(4) As trade and industry Jii India hav^ to*l'jok to the 
same banks for finance, llierc keen cnni]^etitinTi among 
thenj, and m IhM conipcLilion iiidusiry has beeji faring 
woi^sc. ‘ . 

(o) Banks,ill India dci riof, get the liel;^ of lechnk*iLl 
experts ti> \:iluc' the assets n\' enneerns wliicfi apjily for 
UmoH and to del ermine w!ietlfer tliev arc sou mb 

* f _ 

* f(ji Tbo linfjerjal Bank is compelled by hw to insist 
on two signatures on tilo proims^s<jr\ votes r.btainet! from 
the borrowing concorns, land^tlu* other bank* often do the 
Bame as a measure of additional securit\. >• Tins means 

n 

that the banks eom]«d the borrowing c*iirerns to su]jply 
guarantoifl, howwer solvent they may be, anti-that over 
aVid Above the specific seciTrily oblafned from them, the 
* banfes become the general •eredittu\s of both the 
thaf havo" signed the promissolS’ nntes! The second «ig- 
iiature is usually supjtbe^/ b^ (he nmnugflig*agents of 
the borrowing concenis, and tfio^-e concerns that have 
no^mornaging agcitts find it very d^th^ull to qbtain^l<Mtn8 
frofla the'hanks. ^This iiisifltenee of the bank^ has,^‘thete- 
fom, lent considerable s^jpport to the defectiveinanagin^ 
agency system. 

Wallet ^Bankingj pp. 170-1. 
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"'(T) Whatever industrial finance the bankfl supply mostly 
takeS^, the'fonti ol* short-term loans out of short-term 
deposits received hy them, and although they are willing 
io renew 4he loans from time to lime so long as the 
borrowing enterprises eoiilinue Io be solvent, they may 
not be aide to do so, if an appreciable proportion of the 
deposits kepi witti them are v/ithdrawn by their clients. 
This uncertainty regarding llic renewal of the loans makes 
the posit ion of fhe horrowing coJicerns very djfiieidt, 

(8) The iiiteVesI charged on the^e loans hy the hanks 
liasMheen at least equal to the lTn]>criiU liank rate, and 
frequently <viie or fwo per etait higlier. Js llie ImiK^rial 
l^ank rate has depended »|K>n the seasotud conditions of 
tlie ifion^w murk'f, ^l|e bomjwing concerns have been 
hampered hy this high inlerest rate, wliicfi lisinS been 
settled with reference to the M'uwnal stringeue\ of money* 
i)ul whieti has'^not been jushfi^Hl by their own conditions 
and tho secunty given l>y them. Much higher nites have 
tr) he pjJd to obtain l<»ans from so^^dler I'janks on morygage 
iir personal hureties. rjoiies ohUiued from the rulerci of 
Indian Rtate^^, indigenous bankers and mej'chants prove 
Ktill more costly, as a suLstantral cotoujjKsioti Iras to be 
paid to the intermedia ries that arrange I he loans, 

(9) Some witnesses have mejitioned (o the (knitral 
Jianking (Vuninitlee Untl the European oflun^s of tire 
Intperial iiank can keep themselves in mjiich closer touch 
with their European customers than wjtJi their Indian 
ones owing to'sunilar manner of living imd social habits, 
and that bomsequently J^urojican eiderjirises find it easier 
than Tndiiin ones to obtain finauclal assistancti from the 
Kaiik, 

*iU)) The cotton mills of Bejnbay and Ahmedabad have 
obtained a larger part of their capital by means of deposits 
from the public jhftn by means of loai\s from banl{a. The 
deposits are generally obtained for 6 or '12 mopths, and 
,the ifttere.s>t i^aid on them varies betwioen 4 and 6 per 
cent acc4Ai'^:li'ig to the standing of the mills' and their 
managing agents. The progress made by the cotton 
textile, indufetry in these centres has been largely due to 
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this * system* The system, Iiowever, has weiikened in 

recent yottrs in Bombay owin;^ to the^countcr-irttrat'tion 
of tlie interest obtainable from, postal, cash certificates 

and Government loans, and the inconvenjenoe and loss 

-1 

sustained by a pn^jKirtion of the dejKrSlora owin^ to the 
inability of a small number*of mills to repay 4 he de*f)osit 9 
on tlic due dates* or at all.' Tlie system is more yigorona 
in Alimedabath But in b^d times in boFh the centres 
these deposits inay be withdrawn frt>m ?k>ivid as well 
as unsound mills, thereby increasinti tlioir difficulties at 
the very time ^hen Ibcv need jfll resourefes*to tide over 
a perM of had trade. 

, AUhmi^li the industry is the bi^^^est pational,industry 
tsT India, the uiiwillinfruess of itio hanks to ^ive loaiis to 
it increases at such a tijuc, be<‘aiise a ntmibQr of luilla 
cannot eani profits and lyc compelled redftce their 
capital. 1 'he ability of f be mana^inj agents also to mipply 
the mills wjjh IliC needed finant'p ^ets redueed dinriiirf a 
perio<l of depression. Same witnesses'asserted before the' 
Bankiiifi Committee that tlie Tftdian cotton in ill Indnsfci'J, 
chiefly the part ,l(a^iilcd in Bcinibav city, 'sntTered from 
these diffieiiltics durjnf^ tlie ^jcriod of po^t-Wa^ ilepTCs- 

* i ^ 

Sion * ^ 

Aithnu! 4 b the system kcepin'>dejKy?rits wifh industrial 
concerns dcservgs comTHcndAtion and inaiiitejiaiice as 
lon*l as* Rucli concerns cannot -^et adecpiate finance from 
banks, it is primitive, unsnited tti the' Conditions and 
n^da of modern imhi^itrv* and therefore doonled* Not 
^only is a p^rmn wlif> lias madf a small savinfr iinablo t(j_ 
judffe the fiouiKlne^sof the c*nc(yn wi|h#whjcb he deposits 
it, but he'also becimies aT> nnuccured creditor* becadSe 
the assets of the concern, on W'biclj he must depend for 
the repayment of his deposit, arc handedtby the dkectors 
of tii& concern as they like* Tho inferventior^ of a hank 
between him and the concern woulS make hyf d^jxisit^ 
much safer; because the Hnnk with its or^aniKalkm would 
know the concerns to which to lend money and the time 

^ V 

* W ^ w 

' Mhiotilf ReptArt, p, 
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j)€ritKl of lendiog it, and would be able to exercise 
Kome control ovei their osseta. TK© intervention of a 
bank would benefit the borrowing concerna alao, because 
depofcits kept w/tli^ them are liable fo be witlidrawn at 
incoiivcineiili morn'Luita, when they may find it very diffi¬ 
cult fo borrow in other quarters 
4. Difficulties of issaing debentures*—The T^oreign 
Kxpcrla asHoeiAtcd with the Central Bonking Committee 
Riigpested lliat industrial coneema in India should pm- 
grcssively reduce their do|>endeucc upon Uie nbovenioii- 
liom d luothodtj of finance, and fthouid rely more upon 
the of dcbeutuivs, not only io make good the ahortage 
of bliH'k capital for making a start and extending their 
^ opo rat ions, but‘also fo olstain sufikienf working capital- 
But tlie HHiic of dchenturcR by induRtrial concerns ih' 
India is ^■ll^roundcd by the following grave djflicultiea * 
fl) The in^iic of debenturew adversely affects the credit 
of the isHijing aaiccrTi'i witlj bank*^, ms the debenture- 
iholdors^have to be given a prior Hen on their assets. 
Unless, therefore, the iss(ie has a very gt>od chance of 
succeeding and supplying the issuing concern with all the 
funds that it IS likely fr/rced, no coHcorn would risk 
this cliangc (Concerns with a small amount of debentures 
would nid o^ily find it difficult to obtain financial accom- 
niodation fi'otu the bank? on the former terms, but would 

f 

also find it ^^ifficult to obtain that credit with regard b) 
their raw niateri'ils, which at present plays a prominent 
part in th' V finance. The issue of debentures, except 
by the strongest companies, would be regarded rather 
a form of financial reconstruction enforced b'*' the 

ft ti 

wfakness of the issuing etneorns than iis.an improvement 
placing tl-eiTi on a sounder ^x)ting. But the strangest 
companies have Utile incentive to carry oid the chuiige* 
(2) 'The^ absonci; of issue houses to underwrite'deben¬ 
ture i^aues makes th3 success of these issues very difficult 
in India, l^Joreover, in Germany, the experience of which 

has principaily led the Foreign Experts to make the 
* 

' Se« Oentral CommitUx^ Bepoirt* pp. 278-4 aqd Mr, 3Etrkftr*a Minute 
of PuMiiti pp- 541-3, 



'PINAKCING or INDD3BEIES , J3J 
» * * 

* # * 
above suggestionj a Jarge portion oi the issues of, de¬ 
bentures IS taken ujf in advance by the'regular caisttssiiers 
of banks, on the latter’s advice* which the <‘ustoniers 
accept, because they have full confidence in the fusund- 
ness of this advice. It becoraos easy >thcn in dispORc of 
the remainder of the issues to the ordinary niv^sting 
public. This makes the underwriting nf the issue'^ eaay 
and cheap. In India is no establisIflHl method by 
which the public ran get sound advice guidance in 
investing its hC^fiiigs. Of course, customers of banks can 
obtain Home advice and assistance from* tliem in "this 
matter, but such advice and assistance are not* sought and 
acted upon freely* esficcially as they are often given 
•rather holf-fieartedly. There arc soifib'good Yirins of 
^fock-bmkers, but jt is very diffic-nlt to rfnis<^ Ihcir enthu¬ 
siasm in debent lire issues, as the issues h^rk speculative 
attract ion, and cannot become the objects of frequent 
operafjoiis on the.^lock exchiuiges. ' Morco\er, these bi’O- 
kera and excliaiigos areToirfined to tliu Presideney*townfl,i 
and niofussil investors hud it'difficult to gqt into toucli 
with them. 

* (3) The liquidation of somuSoncernB in India, and the 

inability oC some others to pay substantml duidends/or 
any dividends at all, hav^j made the cop;^ervat»^/e investorfj 
nervous, and these prefer the in^icstment of their savings 
in postal cash 'certificates, savings liankf', and other 
(loverninent securities, which aro safer owing io (Govern¬ 
ment backing. Debentures i-^sued in moderjite,numbers 
by companies that are hftle known and have a doubtful 
/uture. are especiully ignored,by the iiivp<?ting public, an^ 
it is specially difficult to soil iheiv on thf*^shx*k exchang(ip* 
(4) The heavy duty on tl^ transfers of debentures and 
the fact that, owing to a fixed rofum, their market value 
.cannot appreciate lAuch, and that they tart not becoihe the 
objeibt of jpeculatiwn, militate agaiiisl*their popul^ity, > 

, (6) Owing to file uncertainties of OovernpejitT pro- ^ 
tective policy reaultmg ffoin the fact that tlovernmenfr 
has ip several cases failed to carry §ut the recommenda- 
ition's.of the Tariff 3oard, many investorB feel that, even' 
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if ipdufttrjiil RfHiuriticB yif^ld a retiirrt at first, they,may 
not he a)ble to do'so after ^iOJoe tim<?^ owing to a lack, or 
withdrawal* or redtictihn* of protection. 

(6) Even the banks in Iiiidia do not hold a largo amount 
of debentures pvubably because they cannot always be 
sold beadily. The banks do^npt alw^ays lend readily to 
their clients on the securitv of dehcntares. Thev do not 

ft 4 

give advances'to tbeir client/^ to help tliem to subdcribe 
to issues of debentures. Further, as stated before, no 
msiiranco eonipany has inve:>ted any portion of its funds 
in "dobenniros.- 


(7) ^rhe of securing capital by means of debenture 
issiiea is higher than ihal of obtaining it by means of 
direct deposits dr*bank loans, for all Imt the bc^t concerns.' 
Interest m such is'^nes has io he paid at a rate varyirig 
between^ ft and 9 per cent. In addition, there are the 
initial lej^al* stamp and commission charges, and the 
underwriting corn mission or brokcnigpj varies between 3 
iftnd f> per cent. ' 

' 5. The m^na£in£ agen(;y system, —On jiccount of the 


above diflicultics of industrial finance, a unique syt^tem, 
known as the nianagiTig ap^^ncy system, has cxime to be 
developed in India, and has no counterpart in any other 
country. The svfjteni is the Tndkin siibstitute for a 
organized ci^ifal market anjrl an industrial banking system 
of Westem* countries. Ttie nirtiiRging 'agentn are indi¬ 
viduals, or gfQupH of individuals who, possessing strong 
financial, i .sources, carry out the preliminary work pf 
research and experiment precedent to the starting of new 
‘joncerns, promote pint-stock companies, act as- their 
financiers or guaTcinlors, iind genenilly manage^ their hltsi- 
neaa. They are also often agents for buying raw materials 


for, and selling or disMbuting the products of, the con¬ 
cerns ^hat tlieV manage. * i * 

f-Tligir^mam functions can be grouped into the^following 
three ^cla^ses :— * 

' (1) They serve as promoters of companies. They are 
rewarded for their ri^ky preliminary operations, involving 

eitpendituj^e of nioa'iy and exercise of techi^cal and finan* 
■ ^ 1^. ■ 



•FINANCING OF INDU8TE1B8 


aas 

« » * 
oial talentj by being entrusted wjtli the inainigomonl M' 

the concerns m estabjishmg which they (ake theSnitif^tive. 
A majority of the large mdustnaV wjnctnns ni India haw 
been establiahed by ibern and is* centnj^Icd by thet^i. 

(2) They take the place ni underwutmg honors of the 
West; by means of their iiD-incjal reputation they recure 
the confidence of the Jfi%^'stlng public, and lielj> ueyf 
industrial coiu|Mnies lo {dace tlieir shares on the market 
and Uy mobilise the smings oi the public tor industrial 
nfips. ' 

(♦'?) Tliey assist nidustnal concerns to tsfdain wtirking 
capital. *rhe fived capital is usually suppliedVy ttie share¬ 
holders. l^ut the provision of this c‘apjtal even, under- 
*taken to a large extent b) them, m plaio <jf thr isane of 
debentures in tic West. The working onpital can be 
obtained by mean^ of loau'. ftom the hnnk^, ur^dejmsits 
from flic public, or loans train the luanuging ageiiLs them¬ 
selves, The difficylties of obi aiming fmancial assistance 
fnim the banks haVb bee’s alveady dealt with. Kve/i when 
the banks do lend rrimitv, they are not prep^ired to lenjT 
it onlj on the^ecunt\ of the sttJcks in 3iand,^oi in proeews, 
» or the mortgage of tlie fixed a^-els of the borrowing con- 
cernw; they demand, in addition, advent and finaneiitlly 
slroiig gudiftntc^rf;, and those happen in practice io bo 
the managing agents y 

The readinesw of the pubhe to dejx^sU funds, and the 
rate at'which they deposit I hem, depend entirely ujxm 
the financial standing and roputatmn of *thc,managing 
agpnts^ of the companies concerned. Moreover, tho 
managing agents often grant Ioann out of tlieir own private 
resources to the concerns that t^ey manage. C’onsiderihg 
the importance oTf those furctions, it i^ wti'aug^ that tR© 
managing agents have no'Wgular constitution and no 
Byatei08itic organization. , * ^ ^ 

The aysjiera, how^ever, has several grave defects, and has 
outlived its utility. Although many finns of nlarmging i 
agqjita are'free from tho defects, they arcMfihcrent ia 
the flyetera. They are as follows :— 

(l)*The system has created a divdire between banking 
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a'^nd JTiiiustrv, and has failed to hqcuvb a proper co-ordtoa- 
tioDibetsi^een thG.tf>tal available savings of the public on 
the one iiand, and lheMndu^^fc^iai schcmee and organizing 
ability available'in the t^ouiitry on the other. The dual 
cxistoiK-e of the i^tysteui and the hanks has retarded in- 
dustrtal progress. The agents tend to work Jii a grt)OVG, 
their oiitlooK on industry bec'l>ihes eonservative, and they 
do not give soOidciit aflcntioTi to new industrial schemes. 
As they do not organize them selves into assf^ciaiionB for 
active co-o[K?7'iition in the promotion of industry, they 
cannot eoiiip^and the seiAices of leehnicai and economic 
exjjcrt^ lliEii arc neccssar'v lor detenniuing the soundness, 
praclicahility iunl }irofjtiibiencss of new industrial schemes. 
Morcovci% as their financial resouicea are lipiited, they 
cannot promote an adcrjiiate niiml)er of new coucems 
even in the prolocted and inidoLil>tedly'jH'ofitsihlc branches 
of prodii^'lion. 

In nnv ca^e, they *cannot have th^t dose touch with 
the investirig piil>lir% uhich hunks can posscHs, so that 
they cannot float or nudevwrile industrial issues readily: 
or to a considenible extent. 

(*2) The rights of the managing agents were heritable, 
assets nn|il 11)37, so that it was inevitable that the 
management of industrial concerns sliouhl in the course 
of time pass into ihe h^^yids ni inefficient persons, ihese 
rights coulcj also he sold and transferred without any 
I’cfcrence to the sh a reholders, 

(3) Not^ being dire^dly interested in the fixed capital of 
the concp'ns that they manage, the managing agents njay 
not properly protect tlie interests of the shareholders, and 
inay even harm'thorn, ^ Some of them, in additior^ to 
managing their coricerii/=, t^de and fipecuJafe, and the 
resulting weakness in itheir financial position adversely 
aflecto the finj^nci'al position of the concern'^ a^so, and 
causes banks to witl.draw tho cash credits graqted to the 
oonc«ni!i, althoufjh tliey are inherently sound. Some 
speculate oh the stock exchanges in the shares of their 
own concerns and produce the same result. Some also 
take advantage of a rise of prices to boost their shares. 
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awl sell their own at top prices, leuvinp the new holde/rt 
to bear the loss reenlfing from a fall in (heir pmes Soon 
afterwards. Some even run their own concenis into 
voluntary liquidation^ alter mana^iiiig^ them nt ti 3ow^, or 
without profit, for some time, form new c'ompjnMe^, and 
take over the assets of the old ouc% ut abnoniialh'^ low 
prices. Some converted* thvir ItJiins to the nwicenis (hat 
they inanaffcd into debentures, so that the concerm passed 
into their hands as debctifmv holders, and the share¬ 
holders practically lost the capital invested in Ihb eoneenis, 
as their elaiirVs came after (hose of the dcbenfvre- 
holders. 

(4) The management of tlie undertakings by th ‘ agents 
is apt to become inefficient, becaufio th^y ire often inter- 
eated in giving employment to their relatives and friends 
in the undertakings aiul llius sacnficr (alenl and efficiency, 
and because they are tempted to purefiase the raw 
materials und imlusfnal aecChSoricK :ieeded lor the under¬ 
takings from the firms ol their lehiiivrs and friends at 
prieen higher than those ruling in the market, thereby 
raising unduly* the cost of prodlittion. 

(5) Until recently many mair'gmg agents received their 
remuneration ui the form of a commission on jmrehases, 
production,'or ^ales, or mj two or all oi these, 1'liis 
terupTied them to ovTr-produce bhndh 'without consider¬ 
ing the demand. Jt also enaldcd tlu^m to appropriate 
an unduly large share of (he piofils, making Hie jndiistry 
concerned leas attractive to invesiorR, and'checking the 

capital to it. It is, therefore* forluiiate 'that this 
has-been replaced bv one of conimission on net 

(6) The inaniiging agency interest ciften' ’^eprefients a 

capitalised good-will, and ;i new puHy may juirchase it 
with the idea that i^ entitles hiia to profit from the under¬ 
taking as/nuch possible within the law,^ ’ ,, 

These defects cf the managing agency system 'may ^ 
jeopardise Indian industiies in competition ^iib ibeir 

ty,H3eiitra! Coamiitte© Minority Eeport,^ pp, 331-3. - 
- , 8 ' 


fl<t^ of 

practice 

nrofits! 


N 

* 



220 


BANKING IN INDIA 


4 


f.are)gn rivals "which are free from such defeclR. The 
Oerriral Banking Coujinittee and the Foreifin 
therefor^, exi^ressed the opinion that sliould be 

iriade to nmko jndorttna[.enterprises losi^ deinendeiit on this 
system, find to establish direct friendly relations between 
then\ and the bariks^ 

To cheeb the above defects of the system, the Indian 
Companies Amendment Af't has iini>owed tlie follow- 
iTi^'" restrictions upon its worKing :— 

(J) N<j managing agent can, after the commeneoment 
of^yio Act, he apjMunted to hold olhco fu^ more than ^2(t 
years at u t^me. 

A itJciiiai^ing agent of a t^ompnin Tipfiornfed before 
the conpMeri(^(‘jnen1 -,oi the Art cannot continue to hold 
ofheo after J^ht' e\pir\ ot iiO _\ears from llie cornmencp' 
inent of tfee Act unless reappointed thereto by n resolution 
at a general jfieeeting* 

fIJ) A company mqy roinove a managing agent if he 
is convicted of on otrenoe in relation to the atlairs of the 
company pumshabic under, the Indian Penal Code, unless 
the offending member is dismissed by the firm of inanag* 
ing agent within nne tnoptli, 

(4) A nianiiging agent must vacate oHice if adjudged 
ins<dvent* 

(o) A tmiisfor ‘fif t^flice fiy a managing agent is 
A^oid, unless one of tlie oriprnal partners coutiniies in the 
firnij or imiess the transfer is approved by the company 
at a general int'cting. 

{0) TIjc appointment or removal of a managing ageut^ 
or any variation of his contract of management made 
■after the cornmencGment of the Act is, invalid uuIesH 
approved by the companv cipiiconied bj a resolution at a 
genera! meeting, -i 

(7) The rcniimeration of a managing agent appointed 
after the rommenceipent of the Act must he a fixed per- 
bentqge' of the net annual profits of the company, with 
provisiomfo'^ a minimum paynwnt in the case of absence 
or inadequacy of profits, togstlier with an office allowance 
. stated in the agreenscnt of management, - , 

:L 


t 
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(8) Ko company can ^ive any loan of im^iuev t# itB 
managing agent or guarantee any loan* made Itf liiffi* 

(9) Except with the rouhenl ,of thnje-foTiilhs tjf the 

diL-ectors of a company, its niuna^ing apeiit um>t not 
enter into any contracl for tlic sale, )7uVclsiiso 4>r supf>ly 
of goods with the company. * » 

(10) No comjjany mantiiied by a nmiiagiiig agcrd ca^ 
give any loan to, or giiaraftilc'c any loan*made to, any 
other cornjjuny inanagf^d b} the sarjie Jtianagnyi ^igenU 

(11) No coriqKiny other (han an investnicnl company 
Ciin ]>u*^:husp shares or debentures of any nther company 
tnantigecl b} (he ^^an^G managing agent, uidess llie purcluiso 
has been approved by a unaninious ^caision of the board 
of directors*of the piiix'hasing crniipanw » 

• (1*2) No managrug agent can r\ci^-isc, in vesj^cct of the 

comfumy that lie is TuaHagmg, a jiower to isma; dtbeufurey 
or, except witli the authority of tlie^ duectois and wit fun 
limits, rixed liy thdln, aj>owor to invest the funds,of tbo 
company, , * * * 

(1^0 No mawugmg agent can* on his own iLci^nml. en^ 
gage in any busmciii which cc^nlpeteH willr tiie business 
carried on In ib ^^lrn[janv under his nmnagenient. , 

^14) TliCk directors of a company, if any, ajUunntod by 
its ipanagmg agent mnst'not exrcfd m*numbw onc-llibd 
of the whole number <vf ilirec^U’,* 

(15) Every coiiijiany managed by a managing agent 
must maintain a register which contains aU del ails about 
the managing agent, and keep it open to ins^fcction by 
th^ company's shareholders. 

* 6. Elnandal difficulties oft medium, small, and cotta^- 
indastrles^^Tlro financial need% of ine<liiiiii and srnoil 
concerns, suedr ns rice, fl^ur,’ and oil infllsf match, 
cigarette, gla^s, lac, and feather factories, cotton ginneries 
and presses, printing presses, choin^cal'works,^hosiepesj 
and carpei^imd silk factories were oxanhned by the*variouS 
Provincial Ranking tompittees, and they JiaVj^ /ound 
that'moat of these concerns have great difficulties in' 
obtaining the necessary finance, btcause th^ Imperial 
vBant^ ancU the joinV-stock banka are generally,unwilling 

4 b ^ 
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to provide them even workiir^^ ca.pital on account of the 
fact 'that their pfomoter.^, who urc moetly niuldle-ckwji 
men, are uuablo^io offei: the seeiirjty of api’iroved iiaincfi 
or of stock tJisit cun be readjly dis|M3Fie(l ot/ The pro¬ 
moters cannot obtuin aufficient capital from their friends 
and acquiiirtanceft, Consequerifiy, they have to borrow 
fands at higli. riUes of interest from mtmey-lenders, indU 
^^enous bankrTrt, anti large dealers. 

The 1 iriciul CommiHees have reported thut the 
Itnj^enal iknk and the jornt-stock banks .do not provide 
any fmaiitv^ to cottagi mdustnes, such as liandlmm 
cottoi^ silk and \sool weaving, gold and sdver thiead, 
bia^.^ware, bell n^ol/iL ludi and eheiwt making, mat- 
imking*'gur*tiinking, extractj^m of oil, rof^e'.inaking, car¬ 
pet-weaving, foy-niakiiig, dairy and i>oiil1rv fanning and 
wood-caavuig,T wdneli are to be found m I he different 
parts of India, The workcis in these industries are, 
there/firo* depcndenl upon money-lenders, who advance 
tliein materials at- high ]j?'kVs,^ advance them cash for 
their bare subsistence, anq in return receive Uieir finished 
goods at low prices, thus making them suffer btdh ways. 
This system is an < Id one, hut it lias dom become so wide¬ 
spread as be a very serious menace to the welfare of 
the workeGj, most of whom can never hope to pay off 
their debt8 iind are, therefore, rendered liable for life¬ 
long service^ to the money-lenders. The system destroys 
all incentive for the workers to improve their methods, 
efficiency or skill, because any iinprovemeiit would nicrejy 
serve to pay off un additional i^ortion of their debts, and 
'^hus to benefit their capitalists only* Only those w'Qrkers, 
who are part-time agriciilturiKts owning land, obtain 
easier temih from the uione ’-lenders, 

7* Suggestions for increasing the financial assistance of 
commercial bankb to major- induatrieB,— We ntay now 
oonsider what the coniinereial banks in India can do to 
provide ^auancial assistance to^inajor Industries, Initial 
block capital for industrial undertakings sliould generally 

* See Bcugal, Bombay find Madrai' Commiltees pp. 121^ 137 

* emi 130 rcanecliiveiy* 
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be, obtained by tnearm of private or public sijbscriptions. 

Block capital neefled afterwards fof iinpi'overnent and 
expansion, and not obtained oqf of uijdiBtributed profits, 
should be secured by issuin^^ debentures or more Shares. 
But until conditions become iHvound:jfe for plnciji^? such 
issues on the murket, thf roinujefcial bankn should give 
ieniporury advances to undertakings for this purjJOBe 
against suflicjent seeuriJ)^ Tlio unddtakings sliould 
obtain a inminmiu of working capital onl fheir initial 
capital, and#extra working capital should be supplied 
to them m the form of short-period advahe^H by the com¬ 
mercial banks^ which should see that the undertakings 
kee/> a safe proportion between tUeis pwn am] IjorroAved 
^capitaL^ * • ■ 

Well-Ohtablishcd ami well-ctmducted commercial banka 
in India slioiild follow the example of tlu^ Ger/ban banks 
in helping rndnstnal oiiterpriscs Jo iasue sliarea and de¬ 
bentures* As investors arc generally unwilling to sub- 
siTibe to the issues oT* inSusJi'ial enterprises before they 
are lii a full.working condition, the OermaA banks supply 
a large part of the mitial ciipijiii! to those dnieqn'ises with 
the promoters \j{ whicli they are nr permanent bonking 
relationsy and then help the profiioters to place il after- 
w^^rds among the inventing puljic in* tlio hfrm of shares 
or debentures. In order ti) cfinuiiish the? risk and to 
increase tlie success of the issues, a nuinLfer of German 
banks often form a pool called a Konsc^Mum^ each bank 
^undertaking to accept a imrtion of the issuea/ But this 
ihvestment is not a long-period one, and is regarded by. 
the banks*onJy as a sound ^ind liquid ipveslnient posaeA- 
ing excellent scmirrty. Oc^asi^cftially, the biyiks may 1ftve 
to nurse such investnieiitt^for £\ long time, owing to the 
failure of certain^isHucs tp attract the jnvesting*public* 
But tliia la regiitrded as exceptional and uncoiitroll^le* 
MoreoVer, theje ^anks allow Odrnian enterprises 
1190 .their tturrent accoui^ advances, not only for the pur-* 
pose of obtaining working capital, but ajso for obtaining 

■ 

Optral Commitee Beport, p* Q96* 
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h]acV 4*apita) for ex|mnsion, ihe issue of deben¬ 
tures o\ adJltional Although iho ordinary com- 

mcrcial bankinpr >vork 'of these banks is far more 
important, they have an indiifitrial bankinfj department, 
to which a portion tif their funds is turned over for etav 
ducting' tlio above work that ariatjs at intervals in the 
coiiise of their financial relatlona with industrial enter¬ 
prises* 

Many of the joinl-stock banks in India are not stronfj 
and e^f^eT^en^cd enough ai pivsenf h>r fhi*: work, and 
evcnniic larger' and sti'on^er hanks must develop it 
gradual^ ^tnd ciiutiously as members of synclicales. The 
Imperial Bank, ]u)\\evf*r, shmikl commenri^ this activity 
and frivo a lead to tlic other lar^rc batiks, as ibt Renerve 
Bank has now freed it from central baukinij fini<dion«, 
nnd ns it hus a wide experience and a hirj^c capital** ff 
this is done, industrial enterprise in India will receive 
*valuablG aaf.is(ance, e^f>ecially as tlie ^'rowin'^ coimec- 
tbn nf the banks with the hsut*<; qf induhtrial shares and 
debentures wiU increase the confidence of the investin^^ 
jmblic in jbeae isaiies, 

hhirtber, it is necessury fur Vie bunks to keep themselves 
in close hmCh uith iiidustticK, so as 1o nnuntain an- 
attitude of sympathy (niyards iJiehi, and to dcvelofi au 
atmosphere of* mutual comidcnce for the benefit of both* 
This has been'the kevnote of the success of the association 
of the German banks with industries. Their managers 
serve on th^ boards of directors of the txjmpanies tlmt* 
thev iiave financed* This close connection enables'tin? 

•h 

coVipanies to profit from the'^wide financial t^xperience 
of the bank managers, and^'^the banks 1o keep themselves 
in touch wiCh Uie working of the com[>anieri, and to protect 
tbemRelyes from lossea. Donks m India undertaking the 
finance of inthtstVies should follow this practice df the 
Ge/hian br.nks. To achieve fhe same objefel, it is nbceeaajry 
that the whole banking business of an J^ndustrial enter- - 
prise needing finance from a bank ehould be entrusted' 

' Of. Pofeign ilipcrta' Beport, Cestrol Conjmjttec Report* p* 636* 
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‘to a emgle bank, kind should iiut be distributed! arfionf^ 
ti'number of bagics. TJie board directbjs cf every 
bank should also appoint locai lulvisoj v ronniiittees for 
its branches from iimon^ the 1ea(]in^*UH.'al basuwss men 
and industrialists, enjoy?ii^ the ('(jiyldeni'e oi* tlie public 
and the Imiik’s custtani^rs* lor the purfxvfte of Jissisting 
the bank to detertmm* Hie bimn<‘ial stuiiJiiii* of its pus- 
toniers, and of (jorivincing the laftiT^of tlie fiiir and 
sympathetic attitude of ibo Ibriner, the^futicjimis of tlio^ 
committees being, of coursi^, of a ]mrely aiMsoyy nature, 
Rome M’llne^ses have compljined to tl,ie^ Banking4:’!om- 
iiiULec that the banks iit Tiidta, coiilrarv i*o (lie practice 
of blinks in (jerinaiiy, Japan and a few other countriee, 
are not pejltired to accept at dll valimblc i>!oek 

« capital as security for loans, and gcneraJty dciruind th'e 
full secunlv of rt<juifi as^cls, Tbc luniks siioidt] endeavour 
<0 follow a more libera I* ptJicy in this icsfx't'i, and also 
lo suf>[)ly a liir^i jmr( nf I lie capital J'c^|Ulrcd by^ 

industiiyl undcrUkiftga,* if adequi^tc security'is fort^i* 

« 

The complaint has als^i been iiiatlc thiil llie Jmnks in 
India arc Tar* less willinp^ Ho ieiuj t(i industrialists on 
,personal securil> than banks in other <;()uiuricst Of 
eojirsc. they canuol increase such loans inyisenminately, 
ak even in other cmintries biiTjks pivc loans on pci^soiial 
security only to big concefiis enjoying a.high financial 
re{>ut*ation, hut they should increase si^^di loans griiduaUy 
as (-he number of similar large concerns liiicrcases in 
Jndia.' 

Saggestians for tbe^ organization and working^of 
provincial industrial corporati^na.—The Central Baqjcing 
Committee, all the Provjticrtil <^)mmittetft4 ^'uid most of 
thoir witnesses, however,^have'agreed that the foregoing 
ineaaHres, altlilfHiS>ii jHisse^sing much* utility, carfnot dflal 
adequately witli* the jirobleiu of Industrial fir^anpe, iind 
that it is ne^,esfftiiy lf> establmb cither an aU;Iiidi*i indu^- 
‘trial bant or a number of provincial induslrial banks'in 

‘-Sfle CeDtr«l ComipiUe© Report, p, 320, 
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order to provide industries with a !arf>er volume of finanre, 
for longer periods, iwiJ ai lower rates. -The Central Coni- 
iiiitiee and six of the Provincial Committees have recom¬ 
mended ihat those' Provincial (/overnments wliich find it 
necesHiiry to providi^oetter financial facilities to industries 
within'their jurisdiclion, should take tlie initiative in 
establishing' provincial industrisu corixiralinns, with bran- 
ohes if retjuired, and should fuipply them a part of the 
initial capdahC 

Their reasons for reconujlending ja'ovinciuJ corporations 
in preference to^ui all-lTidrn cfjrjjoralHm are as follows 

(1) As iiidustriid (ic\elnpTiirait is a pro\1ncial subjci-i, 
any measure to promote jt i^h<)uld he shuped and cim- 
trolled by' Provincial Governments. 

(*2> JCach TVoviiicial Government can nrovide fmanetal 
assistanee^n h'l own provincial ct>rporation more easily 
than the Governnient of India can do to an all-Jndia 
institution. '■ 

‘ (y) Provincial ajH[>onitions ’^would find it Ciihier to 
obtain capitalphy way of snbstTipUons tolhejr shares and 
debentures from the puldic liy a])j)ealuig in its provincial 
patriotism than an aif-lndrii^-corfioralion 'Woulcl do by a 
centralised issue of shares ami debentures. 

f4) ProvinKriuI iiisttitutions would be better able to pro¬ 
vide for the needs of the industries of their own provinces, 
esiiecially of'the cottage indiiwirics, tlian an allrlndia 
institution. » 

The provincial corporations should obtain as large o 
_ port ion of the needed capital aw possible by issuing shares 
tAjtlie public, but it is clear Miat at present they cannot 
obtain all the o’cquired e^jiifcal in this way. Provincial 
Governmefits^ therefore, should provide the portitm of the 
share capital that is not taken up by the public. This 
will create-larger'public coiiftdence^ than riovemment 
giAran^tee of the edrporations' nhar^ mpital oV of the 
'dividends hri it* The corporation for the Bombay Presi* 

* Bee Bengal, Bihar, B<;niba7, C.l\, Assam end U.l\ Committees 
Bepprta, 193, 1D4, 13S, 934, 106 and 25S respectively* 
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dency, with its iifduatrial possibilities, would need d piiid- 
ui).shjire capital of about its, 1 crore at t]ie<mlvet*^ Others 
may be able to nialce a start wrtti less sitin' capital, 
Tlie share capital should be supplenv'iited by tlic issue 
of debentures, llie value of wliieli fo ^la^:t witli'should 
not be larger than double that of the Shares. The public 
would very probably up all tlie (lelteiitures, il' the 
management of (he <<jrpornlifjiK jmx'ecds on sound ifnd 
eaulioiiR lities. If neeest,ar\\ [^v>viricif1I {JoveJ'nrnentfl 
sl^ould guarantee interest nn ilic del>culufes,f(n‘ a limited 
jteriod, or h#ke up a fHU’tJun of Ibeni un(il a re-jular 
market comes inl<j existence fflr fiioiri. ‘H would, how¬ 
ever, 1)0 iinde+^irabh' to fheiit the si a I us of trust 

secur^iticH until the working of th^ CQi^Kjrationj becoitieff 
quite salV. » • 

The eufiwiratioTiR fnay oWaiii more funds l^y accepting 
fixed deposits from the [niblic tor less'tlinii tw*) years. 
i>ef)osils of a >liorter dm at ion hliyuhl not hv accepted aa 
the;^ wuu Id Ic.ull <» cotIIpetit ion \xi\h the eoipinercial 
banks, and would ]n‘evi;nt Ihe et^rixuations fnnn proviclmg 
long-lerni tiuauce to industr'^s, which (“A’i i>btniii tbt^ir 
short-lerni finance, i-c* working caf>ilJiU droni the enm- 
merciul hunks/ Jt is also -undesirable that iTifttitutions 
FPceiving. direct (inaneini assistance fron* tioverinnent 
slijadd hi' ullovtTd to coftipetc wijfi tin* comnfin'ciul bunks, 
which also need to be foste^jedf liy iiecefitin^ short4crni 
deposits. * * 

As long as tlic corfxjrations receive Onv^innent financial 
f^BHistance in the Bhai>e of subscriptions to tlJ^ir share or 
(tebenturo capital, or a guarantee of interCKt on the da- 
bentyres, -Provincial Oovurnmcnts should nominate/a 
representative to serve on t/ie"J)oards of dirtM^tora of4hc 
corporatio7is to jirotect ilieir mterestfi, and*be^ sliould be 
empowered, if he dissents from tlie decisions ^of the 
majorfly of his*boiwd in unjxirtanj jhafterR, ,Buch *aa an 
increases reduction of^capital, the ^p|)ointmeni cjf cli!ef 
^ofBcere, aqd the grant qf loans, to demand .the; reference- 

^ See Hr. Sbroff"ii anawerg. Central CbT!imjtte& EvlJence, Vol. ITI, 
•p, J7a. • 
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of these matters 1o (joveriiiiient. To secure the cooduct 
of their business on sound and impaitial linas^ the cor- 
[KjratiOTiH SLiould be inadc^^ to rniuic by-laws huing down 
the conditions for '"ho grant of logins to industries, and 
they should reijiiirc Ciovernrncnt saru^lrtm as long as the 
corporatiojts coiitinuS t.o receive finaiieisil assistance from 
Government, ^ 

The considerations that should guide the corporations 
Jn giving financial iHsistance lulndustrial concerns should 
be llie cxtcid to wtiic li tile conctniis would bciietit tlic 
publiji', incrciiM' the proiliudivt* (*a[Sicily of ihe province, 
and f'I cate cin'pKniiient for i(s fK^jaibition.^and not pri- 
jTianJv the cxieiil to wliieli Ihe} would Ijcrietit their f>ro- 
jijoteis. ^Vhen Ipans rre given out of I he funds obtained 
in the form ef (h'ljosits, Ihcir jit^nod shiviild not exceed 
thnt i>f 1ho dc[Hisits* 'flio cm poiations- should not be 
allowed to"lend'more Ifiim a i*ertain [iroptu'tjon of their 
paid-up enfulal ami rev^rves to a single industry, or a 
' gmup of ci^unoetcd industries, or to lend an_v iimuinUj to 
day eemeerns until '\iu‘ liUjer*"obtniiied i> eertain 
j)rfV|K)rtion of ^!heir capital ^rom Ihe proinoters ami the 
jnifdic; both of‘these pn^iortioiis shouJiL be fixed f>y tlie 
J^rov'hicial (loverniufints. 

Purtlier, ISiiiis should he given *inly to those enterpriyes 
t)ie prospecfJs of wlfich have been^pronounml to !>e gdod 
by technical experts, and th^ coriKuations shtnild make 
sure tJiat tho'Vnlerprises arc being managed by fioiiest, 
competent and ^ixiierieiu'cd jicisons. They should make 
cureful enetilrics regarding the purixises for whicli the 
k;ans are required, should assess caretully the sechrity 
ohered, and sliould keep a. ina^^gin of safrdy on'the loisvny. 
Foiiowing the^ example of German banks, Hie coi [mratfona 
may apiioiht represeutatives <n the hoards uC directors 
of the concernR to which tliev have made advances, so as 

^ ^ V ri 

to maintain a permanent and continuous loucli with 
thfim, \ TJicse nieustlres will rotluce yi6jr risks to a 

The chief aim of the corporations sliould be to sujiply 
finance for a* part of t'hc initial or block capital of Indus- 
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trial enterprifle!i;*arid (ov the capiliil needed bt the latter 
Yor expansion later/jii, or the rei>lin;eineii( of old iie^v 
machinery, na tlx! commercial bajiks will ‘yontinne to 
supply working capilal to ifio* enterprises out of their 
short-term depositn iigainst theWcurity' of tfie lujuid assets 
of the latter. Hut whenever enler^^rises lind' i\ difficult 
to secure even working capital* frtuii Ihe coiinncrcial 
banks, the cor[)oratio!ia fnay supply it them on t^ich 
security ns they can oirer^, afti'i' valiring*tJio security j)rO' 
perl^' and keeping ri margin. The c^'rpopitmnw may* 
furUier helf> Ihcjii to float their debeniures' aiul may be 
empowered to underwrite miii debentures and tip*liold 


them as a pjrl of l[i{‘ir invcKftnejds, unlii they can be 
gradualiv sold to llic }mblic\ 

The (Vjitnd Bankiiii; Coinmitfe?, fio^tever, has realised 
that certain industries of a mifional iJiipmtafuv can he 


financed bett^T* by an id bind la liiduslpal ‘(Corporation 
with tlic assistance of Ociitral (hwernment, and (liat 


the I'rovnu'ial j(ioverniiie7it‘^ thtinselves may desire its^ 
erefltii>n in order to give j^idustriesa proper liaiadh regari- 
ing fiiialjcc, or a v\o^o enrdacl with Ifie npembnK 
dejiartinents of the (Jnvernfmuiti of Tiulia, or a direct 


correlation wifji railway raji*^, cnatyms, stores jinrcliase, 
.and other juJuaes of the (Vntral (iovermnynl. Tt* has, 
therefore, suggested Ibiitan all-India ('orpojaijon may be 
ejftablislied, if the (Jentral (h^j^uaiment aud IjcgisJitfiire 
are c<uiviriced wf its need, ndd tlnit, until established, 
the provincial corporations should foriij a Oentral Asso- 
ciution to safeguard and promote I heir cointiiiui intcrestft. 

** Tfie Foreign Experts regarded the Oentral (ornmittee*a 
above sebpme of industriaj corporations as unsound 
fuflfe* to involve the taxpayers tin werif)ns losses. Iti their 
opinion, the woj’k of tbest*cor]Hjriilions sFi*#iiUl lie restric¬ 
ted to pioneering entei^u Im'w of a non-ccmipetitive 
charaater, and tlie. opening up. of minoral resou^^es and 
large public nliUties, chiefly olet*tt'ical powbr scheir^ps? ' 
and Government fhiancial assistance to the corporations 
ahduld be’restricted to t^ftKscriptions to thei^sIiSre capital! 

Dr, Muraiijan also does not ^voui* tlie creation of 
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special institutions for supplying finunr^ to ^arge-scaie 
iudiistfies for tlie following reasons^ :— 

(1) ?.^her;c is hanMy any countrv, iii which a biHCctcd 
banking system Ima cxisfctl ami tjuickcncd imlastrial pro^ 
gresw. ' On the other hantl, in nuniy couritrios, a mixed 
banking system bar groatly accHeiuted hucIi [jrogress. 
In Kuglund,^ an independent tslaas of mceators, with 
lue^ns and judgement i'nr iiitUistriu! investment, pre¬ 
ceded a etmiinei’eiiil haiddng * syatf^nn \\hieli grew on 
)nduslrioK already m existoiietn 

('J) Through their numerous bram-hes, eonpectSons with 
ditTefent !ijark'"t> and lin+s oi biismess, :iud short-tenii 
llnance of imluatrit^s, eonutienial banks J|ie more coni- 
jjotent than any or her agency to judge the prf)blenm and 
prospects of an ofitihlisiiod jndutdrial concern^ against the 
hackgrmind of genend econi>ioie (Mmhtmns, nod to offer 
it guidanc' on 'ong-tenn fhiHTnaul. marketings and other 
polu'iea, in id on prohlerns of extension, inmilgiirriation 
etc., and to see flint it follows (lie ndviee giveii tu it. In 
tiic case of a new {'iierprise, Kiey'ure the best tpndified 
toi.give reliabb' guidance tt> iiivestiU's and h/ create con¬ 
fidence arriong^ the (atter reganhiig it, liy eiii^doying 
speeialihfs, collecting inhuhj'itiori. niainfoining reconin, 
etc. 

b'i) Tile In/hef tbpi the single eon trot of a hank wlech 
supplies both shoi t-tenn ^ nd^ Itmg^-ferni finance to an in- 
dustrial eonet^rn, t^iinnot be as elFeetive as the nmltipie 
(‘ontrol of two fjrpanite banks, supplying the two kinds 
of fill a nee fo it. is incorrect. The aim of an industrial 
fipnk must lie fo induce tlie investing public to take over 
iKi loug-lenn finance given by ii fo an industrud confffjn, 
US t^arly as jHisicihle, and when it has succeeded in doing 
so, it ceases to have any conti;ol over the concern* The 
control of the investors, who have taken over the finance, 
is also,hardly effective jn prindice. Multiple and effective 
cofitrol w/juld be supplied by a syndicate^of banka, which 
together ?upply short-term and, long-term finance to a 

* See Lis Modern 3ankit\^ m InUm, pp, 1S6-69. 
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conceriu wcuiltl also secure a Ix'tfer dihtrJT>utiQn of 

the risk* This system of eons<u'tiuitis of hanks has be6n 
widely and saccessfnlly followed in Ge/maiiy* * •* 

{4) On accoiiiil of the shorta^^p of iuohilis;ibtt' nipital 
ill rndia, industrial batiks can Acquire •resources iwfjstly 
at the expense of tlie exi^tm^’ (^oiniljercial batiks. On 
the oilier hand, a proper sclieme of*co-o 2 ierii(ion lietween 
the latter, the Uesei"ve l^afik and (Jovcinnieht can Tnalj:e 
large fundsj wliicti at |>resc| 2 ^t are either idle or onijitoyod 
less advanlagcoiisly, a\ailal>lc (o industry. Tims the 
place of fiostal cash (‘ertiticiitefi and dtqiosits tff the public 
With iiidirstriat concerns ina\ be.lakefi bv cei tificates and 
thdienturrs issual for and 5 \ears bv emiaifcic^il lianks 
under the guidance and eijuttid of tlic Ih'servc Bank, and 
• the reflpm^^e of <hc public may hV lfcli»(^r. A^aiu, Iho 
^>Kivings accounts of many banks have iiicrcaffcd rapidly in* 
recent years, and flan ma\ be mcieased furdrt'r f>v suit- 
able methods. Further, 4lie fact that the indiislrial 
mvesim<mls of thj ‘Big exce^^ 1^'*' AHaliabad Bank, 

whrcfl imesls its fuiuts Cloverrutieni securities oiit} 
that were* only *2 per ccAH of 'riieir dejK^sits in 11)25, haye 
now jjKTcascTi to 0 per cent,'shows thnL^llie banks y^re 
already modifyiyg tlicir itu(^^'•Miienl jjulicies in (be direc¬ 
tion of industrial finiirice, and t Joverninetji and *tlie 
liesprvo Bank can ein'oiirage Ibcni to do so nyudi further* 
Dr, Muranjan , however, appciflt's to favour the creati<m 
of small local uiduatriul baifks for fiuanciijg small and 
cottage iiidustrieB, which sutler from special difficulties, 
and which, therefore, cannot be financcal bvgthc liigger 
tomrpemul banks. The former slmuld affiliate them- 
^ftclvea to tlje latter, winch would supply them the nccpjp, 
sarY^esiicrt knowledge iiji3 gmdaneo ^ J. ' 

It is very dmA>tful whether*1110 (Vntral Baujfing Com¬ 
mittee 'b scheme of industri^il cor|Mirations will he carried 
out at* any time*' ^For a tleeadc, lUiUiing wiis dftne, on 
accpuiit ijf the l>»i>resBioii; then cifiijc the Wir; uifd tjjis 
^War also inav be^followed by another period of depfeasion* 
\ -iX Su^^ilons for thA organization and iifoAing of' an^ 
,all-India Industrial Corporation«^Mrr Kubhedar and 

ft. ^ 
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some wifciicsBes have expressed them^elvefi in favour of 
an all-India Industrial Bunk witli branohes at the im- 
port^ijit industrial (Centres.^ In Uieir opinion, the conati- 
tutional rtjlTioulty and t!ie niitnnoiny of the provinces in 
industrial matters have hevM exaggerated; provinces do 
lud exist &s separate jiidtistrinl units: find it is not desirahlc 
in tho lar^'er interests of tlie country lo encourufie tlio 
idea of the sepfirate industrmh interests of the jnovinces, 
Adjuslments between tlie ('entjai and PnAiiieial Govern¬ 
ments and the I)ranches of the all-Tiidia hank should be 
% 

made llnou^ih Industrial lh^^lrds Tvlifch [sliould ht* created 
in %iie pio\tncos and al IJjc lenlre, and should consist of 
an evonomi^ft, a husnu^ss niau and a lechno]of*ist, with 
the Ihieetcn* of Industries as f?eere|,in and ineniber* 
wliereven-fliiH ^tfficer Vxists, 

Ahneover/an ulhrndia insiiLutioji will jjossc^ib the foB 
iu’vvin;> import an t ud vantages *— 

(I) 'riie Gcntnd Goverrimen^ Vy\{h the lielfi <d Proviii- 
(dal <roVcMiTiients will hi' in a bettiT,posilu>n to fiivc 
^tinancial assistance^lo an ull-ludia bank, tlian Provincial 
(Tp^el■nments to proMueinl^ instifaiions. 

fii) It will l>e easier for an all-lTidia linnk to f?et the 
piifdie to sul>s('nbe f(^ its hin;res and debeidures, Ijei-ause 
tJte i^uainiitee of, or I he cimiurtitai willi, tiie (Vntral 
Goveniinenti: will create a ^reatei confideiit'C amont; dhe 
pi 1 1 > 111' than liie ;^uarantVt% or connection, of tlie Pi'ovin- 
cial <fo\ernTvents tor, or \\*ith, their respective hanks. 

CA) An uU-lndm bunk uith much Jar^er funds and a 
much ’vvid^v^ area ot ojierations tliaii provincial banks wiU 
he able to dl'^tribnte its funds anionf^ il ^i eater vsriefey 
^ Indut^trud wjiicerns, and wjl, Iberefore, be in a better 
jHij^ition to pa-^s (hn>uf{hp.i difficult period of econ^ic 
depression. ■ 

(4> As re^^ards imiiortant questions afTectinj^ industries^ 
such as tariffs, laiKvay rates and tlu; purchase of stores 

^ j 

^ ScfliMfiionty Bc’port, p. 340 nntl of Mr. tncTikljatia- 

xWBtii Chamber nf Comine;i;i'iS Calciiitu^, and thq Judian 

Merchants* Cbamlicr, I^nibay, Central Curnmittee E^jdi>nc€, VoL ''JI^ 

pp, 42, 63t> and 531^ 
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by^ llio ^[)Cfidin|^ flepiUtrnfiifb of tlii* t'enfidl (JoVoip- 
jiient, an !iU*Indja loank can souiie jdjiistin^iits l^oin 
tlie Centidl Cio\ciiLnieiit in favour <A indu^twos ^nor<' 
easdvj moie ijnickl^r, and to a irL tlnii pio- 

\iTicial banks * ' 

(5) It will In' ruoji tnrnomuil uuf ttonoinu il lot a 
centtal nislilutioii lo oin^)ly\ tt'clnuuil rvjuijs fnll'tiTn*' 
oi ioi didinitc of work ti^ n^ixjir on indusljial 

-itlirnjts to V ihn iiidu'^tMr! phid, or bi JTd\JM tire ton- 
<.(»rris tljrtan' flunii^iioiit flu cotmjjv*Mian ior 

<aMi pHj\incifl i>iak to tTi^ipt independ^'nt experia* 
MoLCovit, (Aperts who sent 1 nnlril iiMitufion and 
nbtar?i nr UiJIneid pnlsoi tin (onidiy, (an 

bettc'r advKe Ilian lln»so wlic^ lU^tlie sej\i(e oL a 
|novjm I d ftrnk, lino ^xiKinrnc m ont jnrpir^K' onl\ , 
* ffn MtlioUj^Ii tJroK IS I hfp s(o|se loi iiidi[sliiii [>ro- 
jn djJ(( rent puls ol IndiL iiid imvain^is dnec- 
lioiis it will tie linnfed b\ the aviilible tosonires and 
oTih *a <uih d J#uik, ^ witli knowltd^t ind (Xpitiinte 
ucrpnrtd lioni iH pnt^ol'llie (inirUiv, will In able to* 
ttnn the lostjurt^es to the l)esf,actount by pioiuotmg the 
iiiosl [mnui'ijn^ jtufiisfMal pnyetfs aiul fnjs/poniiip Hie 
Uss jnfinusiju* (flies until 1 1 *i,ei tisiAimos lutoiue av^ad- 
uble in die (Oinittv as a wliole. tlisrtpuding ^micinirmnc 
pmvint i.tl sciitinienr * $ * * 

To i liable the bank to pi\^ it^isonible fiunn lal assist’ 
;in( c to iiidustiie> in the difteieuf ptils ot*lbe cmiiitn , 
ii should still I wilh a share t ipital tk Tls 5 f.iojes 
Cjoveninieiit wdl have to siipplv a large jiAit of this 
capitfil foj the first fiwv veus, Inn a use tlie jnddic is mj 
dil^ejji to sVibs(‘ijl><' to 4h ]j(fge jortion of the capital f'r 
somt time ovvinq to the iintei*jitinties *of dhe entcrpN^r©* 
The public vvdl be iriore wiflmg to like up tfie debentures 
issued bv the baTjk on jt;C(Hinl of Ih^ir greatei ^safety 
The boaid of dnectois of the banlj sAould wgrk m close 
co-dperafton witlj*th|it oSthe Keseive^Bank* somt (jf thtJin 
msy serva on both the*boards, and the apiftilnt of ^he. 
dehentuie^ to be issued should be left to then judgement* 
*To make the deb/sntmes popular it has bepn sii^gebted 
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that Govemzneiit sliould guarantee their principal as 
well as interest and that they sliould be given the status 
of trhsfc cecurities. 

As reganlH the working of tlic Ijajik, the Central 
Government, in consultation will) tlie Provincial (Jov- 
ermnentsi, should secure the <'ooperation of tho bast 
business men in tho country at jIs head office as well 
svfi its branches, fJovornujcut should subscribe to filightiy 
more than ont'^half of tJu* sh'jie capital of tlie bank, so 
!is to bf^ .ible to ap[^>inL a niaj(>rjt\ of its directors, and 
thetvliy to f>reveut its joaimgoinent fren getting into 
the' hands of iin\ ^er-tton^of jhe public likely to fruslmte 
its uini. In other ri^speefn, the uorkiiig (d Ihe ceutrnl 
eoi|MaaHon ^!lould be similar to that of tlie provincial 
eorfiorutions as\a[tliticd above. 

\u. Suggestions for improving the finance of cottage- 
industfiec. —It neccssarv tr^ ivscue tlie workers in 

•i 

Crtittugc iiuiuslries froju tlie ( Intchrs of rapacious and 
short-siglited moneydendeis. Tlio sniacl sis^c and .scat¬ 
tered nature td' tlu^ uiduHtrieh^ v^ilj always prevent bankfl 
fU log finujitncrs, possessing enbgbtemiieiii^ and vision^ 
frtvtn interestlug themselves in their de\clopjnent. But 
Ihcse very features ujake industries Vuliniiably fitted 

for tli(‘ apf/lnation of eo-nper-ritioii, and the IVovmei&l 
nml (V'JitraU Bunking Gotninittec^ and the Foreign ^jx- 
IDorts have ex]>ressed tffr Qi>inion that the salvation of 
these industries dcfierKls hirguly upon the development 
of C0'4>perative iiistitut ions. 

Small khlufltries are thriving in other countries with 
the help ol co-operation, and a great future lies in'frofit 
of India’s cottage industries, i? only co-operalion succeeds 
in providing theiirwilh Iv^tns at reut^onablc iuK'rcst, (aiid 
riiw materials of good quality and improved tools and 
appliances at reasonable'prices, in removing the cxiatmg 
defects in fheir'clearter, sach as igfioraTicej coftsei’va^ 
tiwn/.an;! a lack trf ambition iind^of proper ^busineas 
HC^Be, .propaganda and edqpation, and in helping 
them to disjx)B6 of their products, as it has succeeded *ifi 
doing in other dountsiea. It is true ^thal the few po-' 
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operative societieji tiiat have been hO far efiiablislied 
ainong the artisans Ixive not on the wliole proved su(*/'^sh- 
ful, but this hag 6cen due to undciVapitaliVatioft, in- 
eflfectivo by-laws, business inexperience^ and bureaucratic 
irresponsibility of the officers of I lie f^o-operafcive Dbpart- 
mentfl, and a want of suflicient nmfacl between them 
and the artisans, in contrast to Uie exi>rrie.nct\ iiflerest 
and contact of tlie luoiiey-Ieriderg, * 

Tljose defeds, however,'cafi be gradiuTlIy nanoved, if 
the follow'ing priueipleH arc boTue ni iimuI ^ 

(1) Co-op('rjiiion, to start w’llh, shoiilil tafee the form 
of credit, which is the simplest* the most-r^ividdy aeeepf- 
able, and the i^ost ediLcatKc of all (lie J'oniis of ro-oper- 
^ ation. ^ . 

^ (*2) After (he ground is pivfiaml fii* w'ay, olher^ 
* forms of eo-of>eratioii, sucli as pujcliase and sale, should 
be started* Separate siKsicties sluvnhi be /reutid for the 
)nirposc\ and llio credit sociotien should not be waddled 
withf these funoMuis. llio formation of eo-<iperative 
socieiiert jbere must b^ cih.’ie Cfwjpefatioii belween tlie- 
Industries 7\?pirtmeniH and",the (’o-open'Jive Depai4;- 
Releetecl officers of these departinenlH ahould 
be deputed by ilie Provincjjii "(loveininents f(? (icnnany 
t(5 study the working of its co-o|>enitive orgnTiization for 
small industries, as tbo" organi/ 4 ;lion han achieved a re* 
markable success, , ' 

(3) 6o-operation should be attempted at ^irsi in those 
industriea whose products are readily siiWble at more or 
less stable prices, and the co-operative treiitnftvin; slinuld 
bd applied to other industries only after success has beeu 

'actieved aAd .experience \yM becTi gathered in tfic easier^ 
cases* ^ 

■ ^ * j i fc # * 

(4) If the urban artisans^ find*it difficult to ro-operate 
under unlimited liability, they may he* brouglit together 
in the Schultze-Delitzsch type of ^society, which *wnrke 

■ * ' * ' * * * 

« * See the writer"^e Lahour m Indifit pp, * 

***Vot the cleUilB ef thiA e^operafion ncc fhr wnl^rll Wealth 
WelfaTw of the Bmgai DeUa^ p. 273 ftod Beagal roinmittce Be|>ort, 

U13i • * 
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ontHmitcd liability, utitl leuda to iiieitiber^ otl the fieca- 
rity (ff two other ninnes. 

{5j ofticera M‘ the Industries departments should 
help the wK‘je(iea. with ckIvicc on Uvhuieal maUers, tlie 
proviflnm,of uew lunirkets, ntul the coinincixiial aspects 
of new stdietnes,^'* ' T{'ese oOieeis wJunild make a Rj>ecial 
sludv t>r dinVreiHt loaikeN in liulia and Jilnmdj as this 
will enafile tlieni t(» ^ive the artisan-^ of llieir le^iML'ctive 
[iroper ufiviee regardfo;’ flie lyjies of uilieles, which 
!ini\ he in “denia'inl, nr hvr wJiieh tnarkels may Ije created. 

(hr <h)\vjinn(Mn siiouhl uuderbike groalef iiuandal res- 
ponsiln III It'S^ fo' Joslei^ Ifu* iuo\oniei!l, aiid slunilft, on 
the riv'oninierulntiun-. ui the Industries HepinLiuent, give 
grants to^ jhe sof'y<K‘* hir operations fif an cxfHn'inienfal 
^nature or purpoHCh^ of domoustration, give them loanF 
tor speeifui pnrfjo^ies, and give a guarantee ttv central 
blinks fitfaueing them ffir o|a|ra(hnis in new dircctionn 
expecled to yield a <‘oo^ulei*able pul>llo ;ichanbiue.^ 
Further, si ores siinilar to the Ifcrn b a y'^ Swadeshi S'liOres 
^should he estaldrslil'd in IJie towns and cities of India 
foV tlie distrrthilioii < 1 !' flio‘products of cothfge industrieH 
hy'liringing thVin to the :v)tice of the injiabitants; more 
central iniding orglinizatioi^s KLitidar to the Arts and 
( nifls Htnporiii id fjoeknow an<J Tjahore should^ be 
created to ^stabli^h cotordination and co-operut-ion be¬ 
tween isolated coftage industries, inid tu intriHluce their 
war'es to suifalde markets at hoiue and abroad; licensed 
ware!milses^ co^*peiutive wholesale depots, and co-opera¬ 
tive sale ^ ieties should ho established for the s^rii?^ 

■ ifnd sale of the ])rodu('ts of cottage industries in com-, 
njdreiiil <'erik'es neder the*eotnpetent guidance ^of prqvin- 
oinT marketing' bo:irds; tlnd ilic Centrat and Provincial 
G^jvernmeuts am? locaV bodies should pui'chase their 
stores 6'OLn eotUgi; industries* wlierevor possible* * 

11.* The'part of py vemment^ in fioancln^ bidostrleB 
and fidg^stions for Improving it,^FtnijiMy, it is necessary 

* Sbp Bengal Comiluttec JRejHirtj p, 121. 

^ Ibid,, p. Ip. ' 
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to conaidet the *part which Government llaa been 
taking in the *^rovi»ion of finiinco to inductrios, Untfe^ 
the State Aid to InJluatrioa Arts 1bot^ exist ifi Madras, 
Ihhar, Orissa and Bengalj and the iTidustrial Loan'; Art 
m the Punjab, the Ciovernnientk of th(5fiG provinree can 
assist new miA nascent indusiTfcs, tlicit.are rc^jslered m 
India with rupee capital and comply with ccJ'tam rc^iiirr- 
iiients with regard to tlle'ron^fitulion of tfie Imards 
directors, and also cottage jndiistiles. 'Die aid can take 
tlio fornIS of logins at low j^ites of interest, snb.icnptions 
to sllfiues or debentures, guarantor of urferes*! oti tUenj, 
guarantee of rasli eiedits witir Jbanks, supply of maohi- 
nory tni Uio hj**c-puicluise sysicjii, grant <if l*tnd or other 
Goveniinenl property and raw nialerrals on favonriible 
* conditions,* ami subsidies for reseflclf,* •'Die Acts also 
.provide for propaganda, demmistrution aftd feclmieal* 
assistance f);v Ute JVmiiicial (b)\erninenls t‘on<»erned. 
AUhougb theie js no suclii Act ju Tioinbay, the Govern¬ 
ment of Jiomb^ii lias provided induptrial finance in a 
few ^a'^es throng]i co-'.^perttivo societies m llie fona of 
loans, and llic provision of• impiemerits ^on flic litre-' 
purchase eysfein. * * ^ 

I Fi'oia tile repiirts of the Pruviiiciaj Ban'kmg Coininit- 
t^es of lliest* pnivinccs, it appears that the^ siicccst^ of 
the Acts,'so far, has be/ui sriuill. ']'']ic finance provided 
unAer them has been small, ainjfa paVl f)f it lia^ liad to 
be written off, #or its recovet\ is regarded *as doubtful. 
The attempts of the Provincial (iovcmm?nls to aid in-- 
dustries are also said fo have received littl^^ response. 
'Pile chief reasons seem to be that fL) tlie departments 
^of Industries, throngdi which t)ie ual is given, are not 
suffieientl^ equipped for the 'ftwrk, andiUic isfraid of tfie-' 
hea^7 banking resp<msibili4ies^ *pluml mi* tliem by Eli^ 
worldng of the Acts, and that ^2) in^nut riali5ts dislike 
^ the publicity and Ibnnality attending 
anc© thai are re^gn'ded as necessary in the hiteresfs of 
the tAxpaycTR, a^t Ihcy^affect the credit of the a^p^'lca!lta 
fon Aid, es{>ecially if thef applications are rejected. ' , ' 
, The Bombay, the Central Provinces and the Central 
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Areas Ba'iikiiig CtJiuniittees, however, iiave rqpommended 
tlfiit siriular AcIh should be passed m their respective 
praVmces^'and th<j Central Banking /Committee liae sup¬ 
ported this recommendation.^ The Bombay Committee 
liUB ijccomiueudcd that 'the aasihtance should be given 
thmugh dlie DepictLmonts ol luduslrioK, which should 
be w^ll ofpipped for the purpose and given dehnito duties, 
and which 'Hlimild act in close co-opcratioii \\ith the 
lV[Kirtmord'j o( Agriculture ^and Cu-ojjcrntioiu 


t'flVPTT^H X 

' The Imperial Bank of India 

f 

1. Its bpganizatioii*—^IIjihBank wa^ oslablihlicd in lOlil 
under tlie luiporiat Bank of Tiidia Act of 1020 by 
tlie aiuiilganiatum of the three ]^resi6^nicy Baiik^, the 
^ Banks of Borribar^ Bengal and ii&radras. Its orgiinissa- 
tk>ii has been modified In the Imperial Bank Amendtneiit 
Att of 10H4. Ifs aiitlioriml capital is R'i. Ill et'ores, 
of wfjidi a half is paid-up, And the oilier half is a reserve 
liabihly of iN shareholders. Of the {>aid-tip capital, 
Jis. crores eorifjjst fully paid-up shares of Rs, 500 
I'adi, and the ivniairider nof ijuujter-|Kiid centribtilory 
sJiai'f^s of J{if. fi^X) each, tlic remaining tliree-hmrUiS value 
of fhe shares lining the reserve liability of their owners. 
The Bank's reseiTe fund amounts to Rs, 5-85 croref^, 

fr V 

ft pfiid a dividend of lf> per cent from its inception until 
ItWl, and has pf)^d 12 per Cent since then- The shores 
art. ('onse([iienl]y at a high premium. 

To safeguard regional interests, and to give the Bank 
a large freedom in hankingi the lopal head oJlSces of 
llie Jh'esid^nty Bankg in Bombay, (^alchtta and Madras, 
itndeiv Ijjical Boaros elected s'eparat^y by the sliare- 

I 

I * 

' Su'p BomlmT, C P, and Central CommittcQS Bfiporls, pp, 139, 

•240 and 2i5. 
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hddery, whose namoe Htand on the I^oinhav, Calcutta and 
MadrijiS registers, have been retaincii and , with the 
Hecretary luid TreasiTrer aw their chief vxeciUive^ofRcer, 
administer the business of tiieir‘respei‘h\e tervifories, 
The general supcnnttmdeuce of tlic afVnirs and Inisihess 
of the Bank and the general ronirol o! 4}re fjocarBoards 
have been handed over to a (^enfral Board.. Its 
liouH iiw deteniiined h^ by-laws, and it deals only with* 
matters of general fKihcy, hUi*li as tin* inov(*hU‘nt (rf funds 
fruni one part of India to a not Jier, and tin' (lublicatmii 
of the Bankas weekly .delement* Tlie acdual t‘xef‘iitfive 
work is i'Oi I dueled In a M,mag nig* f>ireotcjr rtwd a nepufy 
Managing l>nveV)r, who an* uppornied liy the Ceutriil 
Bf>rkrd for a period ind exeeeding ^ \jt\irs, and whose 
fenns of olIa*c may Ix' cxlende^d Ijv llie^rtcjatd for such 
hirther periods noL oveeedJiig usjrs in eauij case as 
the Board may think fit. • * 

Tlie Central Jhjurd o\ Ihc* l^ank ('onsisls of llie follow¬ 
ing Directors :— / * 

0) The .Ihcsidctits ai^d ficc-ihTsidrtds of the TaK^al 
Boards; • \ ' 

(2} one perso!i elected fnan among tljeinMd\eri l>y the 
members of eacif Lot^al iioinll; * 

, (dj Ifhe Managing Director: * 

(4) * sucli n uni her of fieisfins ryd exceeding iJ as *nuy 

bo nominarted bv (lie (Tovcrnor,G<?nerul in t'oftiicih Thev 

■ I I u 

hold oiBce for one >earj hut may be re-iiuni*iniiled; 

(5) the Deputy Managing J)irect<ir; 
the Secretaries of the Local Hoards; 

(7) a Goveriiajcnt officer nominated by the (fovernor-* 
(Tcoeral in Coiiiin'iK * ^ . 

i{ ’any ]Wal Bofird in o^itahh-^hed afterWjirds Kncli*a\ 
nuiuber of persons to teprej^ent ijt as the tJenfflal Board 
may prescribe will tlso he included in the,Central Board. 

TI|e Dij-ectors'mentioned in 5, 0*and 7 are *not,'how* 
ever, ^entitled to irote on any question at atiy jAe^4ing^ 
But Ihe Ddputy Managing Director is eidid^c> to vote, 
ip the absence of the Managing Direct^'. 
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On account of Uie difficnltie« of holdinf^ frequent 
'Meetings of the full Central Bo^ard, &ome of ila work 
iaVele^ialed to a managing coniiuittce consisting of the 
Managing Director, the Deputy Managing Dmector, the 
(io*crnrnent oiiiccr, and the i^iesidcnf, Vice-President, 
elected' member' and Hccretary of tho Tjocal Ihmrd of 
tlu place wlierc the eomnuttee meets. To avoid jiro^ 
vincral jealousies, the Central Boatd has no fixed loca¬ 
tion, )mt sit‘ altcjjiatcly nr Hojnha>, and Calcutta, and 
nieels rd icgidar inh^vdls, additional nice I mgs being held 
wl cri aecessan * The Jiianagiiig ciunin 1/tee nieets more 

Dhhl ifido, the Central Board of tb^ Bank consisted 
of the iolimvmg (io\f^riiots — 

ta) hi I an milled ])v ihe (iovernor-fiener.il :— 

(0 'IVo Managing (loveinois 

(n) iPmiu Go\t‘iJU)?s. ho must !ii‘ iiou-ofri<*utls, and 
ufl<) /i^picsented tlie'interests ol tlie ludiail coiu- 
iminif’i in eeneMl. 

I ^ 

tml 'IHuee Si" ictiuies ot tlu? three Local Boards of 
Buribn\, Calcutbi and Madras 

•k ’ 

‘ (/ri The Controller ot the (.'urreney wtio repre'^ented 
tlif’ (io\ei'kinieiit ijI India. ’ 

Tlie (lovernois meritloiied in fiiil and (n?) attuud- 
fd'all tliv meet01”^ luii could not %ote, 

{h) Hiected in the ^liai'eholder's. The Brtsuleiits and 
Vice-l^iesiderds of the three IjfH'.iI Boards. 

Until Jild 5 ^<(fmejuruent exereised (be lollowing con¬ 
trol moj' (he Bank, as Jt acted as tJic wde banker to 
th^veininent and as l^aiikeis’ bank, 

(n It apjjomted the Managing Ciovemoi’^, the Con¬ 
troller of tlx" thiireuey, the Seeretaiies of the Local 
Boards,'and four Governors, as mentioned above. The 
Controller of the thirrencv was em^wered to hold up 
any* actum of the Board affecting the Imancial policy or 
the rakHx of the tash balancdS^ ftovernmeiit^ and to 
refer thi rralter to Government for its decision, 

(2^ It could issue instructions to the Bank in any 



THI4 IMPERIAL BANK OP INDIA 


217 


matter whicli* in opinion, vitall\ concerned its findii* 
ciul iiolicy or the safety of itrt tialances. , * 

(li) It waa etnpoftereii to make the Bank supply !wiy 
informatio]! regarding its alhiirsj ^u’oduce ^iny of its docu¬ 
ments, or publish a staternent of it^t nssels and liabilfties 
at buch tifuert and in such a form as trSTfemment might 
think necet+sary, ^ ^ * t * ' . 

(4) it ctjulrt appoint luu auditcas o> c\:urime, and* 

re|>ort on, the accounts of IHc liuik. * 

(5) lIs provi<>us sant-tion u:w ivijiijrcd Itir osIsildishing 
more loc-al iiea<> olhoos uiul hical bumds of tho l^ank! 

Since trovennnonl has ubflndtJiUHJ I hi* aUnve con¬ 
trol because I lie /ifank bus ^'cased L(,> act us (he solo banker 


\p CiomniJKuit and iw biinkors' bai^. * 

Functions of the Imperial Bank.—^"I'nti] ibe 

rtank uolod as the solo flanker to (lovenma^nl.^ H was 
the <'Ustrjdian ^^f th>veinnjonfc funds, iind did tlic troasnry 
work of (lovi^niiiumt free \>1 oliai^c. it moi\ed ah 
<ioV€"j ftiiient diie^y from tbo pnldic, atid (lovernnnMit 
drew iijK>n, it for (fovej;jnii&nl disburMurienls. ft alsc^ 
managed Uic public debt of tTio Chnoiiimoi^j of India# 


^and provided Uic machinery f<ir ibe I'^hue ol* (iovernme+tt 
loims. 7'liero wa^, however, jj si'parate jjuIjIk* detd nihee 
vvifich ac(t'<i as the actual registrar of the d^fit. 'riiis 


brou^iit about tiu; ai^dition nf C levy run k'!*! llesorvo 
Treasuries and the fruetiiicatioji lA (fovei'ninenf balauces, 
wliicli the Dank eou^d use for assisting. Mhe inonev 


market, h . 

Morrovert i( acted as the l)atikcrs’ bank, aiA most of 
the lefding banks in India, including tlie exchange banks,^ 
kepj" ih portion of their cusii Ijalanccs on depusit wi^h 
iL ■ Further, it ^upidied Ifie s'ypervisifig ishlff to, aud 
managed, the It clearing houses that weri^ eatabliflljed' 
in the principal cities of India, ll uKt? pi'ovidcd remit* 
•tanep facilities between its numerous* IjVaiicl^es t3?> the 
other baifks and j^tsbJie at raten whidi Wiire,*coi> 
tfolled by Caovernment^ ajid vvldcli varied betvvej^n ^ and 
1/3^ per cent according to the aniounfc remitted and tllff 
purcliftser of the i;emittunce—a (?f^thc public 
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pr “a biiiik* In return tfie Bank was'given Ube concesaion 
of,transferring its funds from one place to another within 
India through the Government Treasury Department 
free of charge*^ 

To enable it to assist I he money market in the busy 
season/ when thj bank rate usually rose In 6 {>cr cent, 
tlie'Paper, Currency Departmf^nt of (ioverninent could 
^graut loans (o it up to a maximum of 12 orores at 
the l)ank ruU siit>ject lo a in mini inn limit of 6 per cent 
foS the hrst Its* 4 ornroK and 7 per cent for the remain¬ 
ing 8 rrorcf^, on the securiiy of internal bills of exchange 
of liiindis i\L\m otpnvale it amoiini. For increasing bank¬ 
ing fucditibrt ill tlic oontihy and prftmc«ing the banking 
and investrIIcut ,habit anumg the |ieopU-, the Imperial 
Bank Act provided for the ostaliliHhrnetd 'of lf)0 new 
brancdicrt by the Ikink wdliiu 5 ^ears. This obllgatiba 
was carried .out, and r>ne-half of the Inanehes were 
oiM^ned at places wliieh had iK^ banking oiJicc at all, 
ullluai^h Msne of the hranelies did yield any.profit. 
In rcdiinij the Hntik (ihtaiiicd the use of (ioveinment 
balances free of charge', ^ At those jdaces where it has 
TV' brandies^ it uses the serves of other banks or lead¬ 
ing kx^iil merchants uv srirolfs for the 'caliection of bills 
and chetp'es. 

Other fimctinn^, wdiicli the liank is authorized by the 
Act of to curry on^ without modification by the 

Act of are as foIlow^s :— 

(tj Advancirig money and upeiiing rasli credits on the 
security f— , ^ 

(<r) Si'ciiJiticH in winch a trustee is authorized by law 
to invest tnist money, * 

Jb) Seem ities 'issued p} Btate-aided,railways notified 
by Iho GovLrnor-General in Council, 

(r) Securities -issued undfr any Agt of a Begislature 
in British Tndki by, or on behalf of, a< District'Board* 

^ (<tl Goods, or d'>cuinents ot title Thereto,' deposited 
with or assigned to the Bank, ^ ^ 

(e) Accepted bills of exchange and promissory notes 
endorsed by the payoes. 
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(/) Fully patd-up debentures or shnres of coiupnmeg- 
wit h limited liability,, hr inunovable property, or dtxsu- 
ments of title relating tliereto as colijateraf seciirit.yf wliere 
the original security jr one of those speratied in 
(c) and (d) above, and if authorized by tlie CVutral Jioard, 
where the original security is of th^* Smd specified^ in 
" (e). ' » • • * - 

(ti) Advancing money to Courts of Wards iijxin the 
security of estates in their eliiirge, with the previous 
sanction of file Provincial Governluent con'cerut'fh 
(!i) Drawing, Accepting, discoimling, buying and sellihjj 
, bills of exc!iange*arid other iicgoffable Ke-'^irifie^ payable 
i!i India and Ceyl?m and, subject to the directions of the 
GovernoMienenil in (Vniiicil, the di*coiii^iing, Ijn^ing, 
and selling of bills of exchange, |wi'iaj>lc oii&Hjdc India 
for, from, and to such hariks as the (Sovernorj^General 
111 Council may appnne. , * * 

(4) Investing the, Bank'a funds in, the securities men¬ 
tioned ^n (i) hri, fb) and fen 

f5} Making* issuing aiij circiijatmg bAiik-]H>sl-bills mid 
letters of credit ])ii\ablo in Trid*ii and Cevlod# ' 

■ (G) liuying and sf^ling gold jvnd silver* coined <ir urr= 
coined* * * , 

Ttcrelying deposits and keeping casli acchimts* 
f81 Jteceiving securities, ]d:ito, ,jo\\eln, titl^-deeds or 
•other valuable gopds hjr safe ?usfodv. * 

(9) Selling such properties, inovalile or riAiiMovable, as 
may come into the Iknik'H possession in action of 

(10) transacting pecuniary agency businesK on com- 

missioyr, ^' , , , * j * 

(11) * Acting as hdunnistratpr f<*r wnidmg- ii[) cRtaies,* 

(12) Drawing bills of exchange jind granting letters of 

credit p%yable oul i|f Tudia„for the useVnr princijvds in 
dbnnection with (7^ cfnd also for private conslituenfy, for 
'bo 7 ta*fide personal^ie(|ds,* ' * * ^ 

1(13> Buying, for the purpose of meetingr sijch+bills ay 
letters of credit, of bills of exchange paynbjo out of India, ' 

a£ any* usance not exceeding 6 montfta. 

* * ♦ 
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(14) Borrowing money in India for the Bank's bnsi* 

(15) 'Borrowing money in England for the Baiik’w buwi- 
nejs upon the Becuriiry of the asacts of the Bank, but 
not otherwise. 

The Jhank wtH .prevented by the Act of 1920 from 
transacting any other bimij^ess and in particular— 

(1) from irjaking any loan or advance: 

(u) i'or a longer period than six rnoiillis; 

(ij) upon, {lie security of the Rliares of the Bank; 

(f't Mivc^ in i'nsci- of estate', s|H^cified in (2) above^ upon 
morlgjigu, <vi' seenrily'of iMinuw^ahle p^'o^^erty, or docu¬ 
ments tif lille ivlating Uicrelo; 

(2i ^roui d',s-our*fmg bills lot\ i>f advancing money to, 
indivKhial:^ <ir partnerstiij) fiiitih, Jieyond such sump as 
inigiit he prest'nbed, except upon a security of the kind 
specilie<l jn (M. (c) and (d) of {]) above; 

(;i> frt)rn discount iug or advancing, money on peiRonal 
security , unless sncli diNtxnjnls or JuKunces carra-d witli 
them the s*‘\eriir resjMiinihilitJtw of at least two porsonn 
or tirms u.,connected wiJi each other in general parfcncr- 

• (4) from disc^ouhtingur advancing money on the fiecurity 
of any negotiable security haying a longer [leriofl to nin 
tljan i) months; 

(o) from dealing in foicign ex^’lninges, exce]it for the 
boMfi fide h ^uirementft of its constituents for ilieir j>er- 
aonal rejpiirciiienhs; and 

(b) fieni opening accounts at the London branch for 
persona who, within the previous three years, were not 
the ciisfopiers pf the in India or of one of the 

iVesideney^ Banks. ■ , , 

The Bank has been.freed from some of the above res- 
triet^ons on it^ working by the amending Act of J934 and 
is DOW free :— ' ' ^ . 

' (il tn) establish branches or cge’ieies at sucii places in' 
India cr clHewhere as it deen*#; advantageous; 

(ii) to buy ^nd sell foreign bills of exchange or usance 
not exceeding 9 mouths if they relate to the financing oi 
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seasonal agncuUuial opeiaiioos, and 6 niontlis in other' 
cases, * t '^ * 

(in) to open cash credits, to icceive deiiO'iit^ and to 
boriow money outsjde India, ^ * 

(iv) to mate ad^ance-’i against g<H)ds hj,p*)thcc atod in it 
.instead ot being leskirted advances Only against goods, 
which ail) lu its possession, dr the dfK'uments of title to" 
uhitli ate dejiositicd wjfh U, iind # 

fv) to make advaiues and to oi>eti c o^dits,ou the 
secnutj of the sljaies of the lieserve Hank, oi ft! debeji- 
tines issued inidei the allt)lo^lt^ a nnniuip^l htMid oe 
• committee, ni wit^ the sarnlion ol the <IntellU/T-tienejal 
*in Countd* or ot dehetitiius issutd undi i the authoiity 
of the lulei ol.aiilndnii Hide, or suhj^^^l Tlfi the diiifct'oils 
ol.rts Central [k>,ud, or ol deberdiires oi tiiilv paid Bhaies 
of (■oinjjaniPs, with limited h lhilrt> , uglste n d in iijrha ot 
(Iscwlieie * 

It Js si*i n fioiii tk*s th Lt stjme ot tlie u '>1 r u lions fm tlie 
opelatinns ol the Kmk iiopotitd l^y the ^ct of J920 have 
Ixeri contmucd *diu ti^lhe fact that flic Hink 

continues to fKcupy a spe< t il po^dion is tla^ ^»^Jle a«eui 
11 the Kesei\< vik ^ • 

Since the es[ahhslini< nt ot the Rtseive Hanl^ m 19% 
^h^ Tniptniaf Hank hisceasctl to he huiktrs innk and 
huikf 1 ti> nt but d it ts rhi sole agent ol the 

iteserve Hank in j4ates-where (fie lattei hav no hianehes, 
under an'agfreemt'id the terrnsol whufi willl^n e\"pJained 
ill the ehdptet on tlie Tte^sei\e Jkiiik, as the Jinjjenal 
'Bank lias d kirgei numbei ol branehes spread fchioughout 
t!^e country tjian ari\ oilier Iraiik 

Rome* antljoi dies Inne <ili|e(ted to thi'*woik#ng of tlie 
Iniperial Bank urufei a s^xn i il* \(iti•after tfie eVt*d)iis]ijrient 
ot the Reserve Hank, and haie sijgr^TestuJ that if sljould 
be iindei> the saine Megislatftjn Hid is ^ijifilied to ether 
joint-atock jiariks, *ajKf shoiihl take li* laiik jirntrig tWm^ 
^,the,premier Indiaif ]amt-stock bank' Then.Vtison 
]& time the special Act the Bank a JK^sftltJn and 

^ See jCentr^l Cominitteei Mmonty and 

Tkiiiiir^B HtatenjentfaT^eutral CointniUrp E\jdf»DC)i, IF, p 
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preFitige which is opposed to the interests of the other 
jo]'Lt-st<^k banks in India, and that its special privileges 
enable ii to oontinuo to offer severe and unfair eonii>etition 
to the other hanks* On tlie other hand, if it is left in 
an unhheltered jnid unprivileged position, n will be able 
to a])i)rociate the difficulties against which the aUier 
bunks are struggling. It wSlf then throw its weiglit to 
remove the difficulties, and hi seek ini' to pnjmote its own 
inleresLs, wil| also promrde those of the Imiks that belong 
tnjts class. These authontics have further suggested 
that I lie Itesei ^e !3urik sliould ho to api>oint any 
joint stock banks us its agents, and to give them the 
hemdit of llie use ol its balances free from interest, 

Theie siiijgv'sflotVs havt not bet^n accepted by CSovern- 
nionl ami the JjegKlalure liecausc, since the Inipciinl 
Ikink is the onK Imnk that lias bramdics throughout the 
cijuntiv, tlitn have thought it iieressarv to make the 
Bank the soh* agent of the Beserve Bank; and as the 
Jkmk'M ageiiev bi'jsmoss will, ludude (hnevumerit treasury 
business, tlie> have thoight if desicalde to continue to 
Vegulate tlib working of ‘the Bank h\ means of a special 

Act, 

Until 19M, tlie London Iirauch of the Bank acted as 
the cusioJfiuii of the cash balances of the Hecrctary of 
State, anrt transacted piich business a'* was entrusted to 
it by lum. While the nranagem'nt the (lovenmieiit * 
of India rujit^ debt in London was transferred to it from 
the'Han^k of'"England, it wits not entrusted with the 
floatation and manugemeut of the sterling loans of the- 
CSovernnient of India, But it could fliat ^ter]^ng loans on 
behalf of Tndinr public bodies, and aitheugb it was not 
allowed to compete wit!4 the exchange banks by engaging 
in general foreign exchange business, it could rediscount 
bills^of the ex'^hango bartks* It ^could also borrow 
raoT*e 3 ' in the London money market on the security of 
its anse^s. Since 1935 the abov'e^Qcvernment business' 
has been taken over by tho Loiidon branch ol the Reserve " 
Bonk and the Lon^^u branch of the Imperial Bank con¬ 
ducts ordinary banking business* 
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3..Balance-sheet of,the Imperial Bank. —The followiiig 
balance-sheet of the Bank for the week.pnded 2hd iSnrcli 
1945 brings out the nature of its %vork ;— 


UabiltUes: ^Crorcsof 

rupees 

Assets: ' ■* Crorcs'of rupees 

SUBSCRIBED CAPI* 

Governnleut se^uriUcs *. 
Ocher investments autho¬ 
rized under the Act of 

:38-78 

TAL 

I'rSS • 

f 

Paid-up capital 

S-62 

1020 

3-99 

Reserve fund 

Fixed deposits, savings 

6 

Loans ^ 

Cash credits aud cver- 

17-59 

baok, current^ and 

■1 

drafta 

44-16 

other accounts 

232^74 

Btl^ discounted ar^d pur¬ 

4 

loans against secutj^ties 


chased ' 

+'S3 

per contra 

.Acceptaoces for consti* 


Liabilities of constitueoU 
for t^fpejitances per 
contra * * 


tuems 


<— 

£tindne3 

^63 

» 

Dead stock * 

foundries 

BulHou , 

' Balances with other 

1’66 ' 
128 



baakj 

2-6S 

» f 


Cash in haisd and with 

• 

i 

* 

^ the Rese^rve Bank 

1 

30-32 . 

Tfotal 

;!44-99 

* TotAi 

241-9& 




1 

I * 

.Some of. the items in the above balance-shej^t Tieed^an 
expbjnatioiK The defioriits and accounts ajy tfjose of 
banks, public bodies, corn panics ,'*firniR, traders and cus¬ 
tomers pi the Bunk, ^Tlie Bank has never pii\A interest 
on current accounts* It used to pay 3 Ji.riS cent 

OTj fixed dej;;K)Rits not below Bs, 5()0 for 6 and .12 months 
reqieotively, 3 per cent on ordinary savings bank deposits 
repayable at a week's notieg and 3| per cent on savings* 
barfk deposits bC Jis* 10,000 and over fi:ied^fo/ 3 mouths, ^ 
But, on account of tlie economic depressiori, it reduced^ 
the interest on fix^d deposits foj* a year to per cent, 
.declined to accept d^posit^ for 6 montliis, and a^so re¬ 
duced th^ interest on savings barfk, deposits* to 
teent.* These fehAngfes' continued during the" Sfecond 
‘World War on account of abundance of fufadsT Loans * 
againpt securities per contra are tlje borrowings of the 
^nk against somV of Its authorized securities shown pr- 
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tfie a^KCls side of tlie balance slief't* Acceptances will 
be expltijifed in sevtion 5 of ihe next ebapter* (^leb credits 
have Ijcen expliiincd in'action 3 of ihe seveidh chapter, 

The -Bank finances internal trade to a lavjre extent by 
^liscouniing the hfindis of aj>}>roved indigenous bankers* 
It Vi\YA> provides Hhort-terrn finance to textile industries to 
s^nne extent by Jiicans of clban loims granted on pro- 
iTiiRsorv notes ^iglled i>y two'^persons or on the jiomjnal 
guarantee €if jj-iine of tlie shareholders, and gives loons 
on the seciVri1\ of pmdnro stored in podtevus controlled 
by*' 1 1 self. sUxk f.'ueans l>ijr]dmgK, furtiiluro and 

iither iJiovanle prnpfMdy imucd hy the Kiirik* Balaiices 
with otiicr faink'i are the accounts opened with other 
banks ttriuctlitide tlic collect i(>n and payment; of <*hef[ues, 

4, Benefits expected and realised from the Imperial 
Bank.— \l 1lu' time of the e'*t;ihUshuient (jf tfie Bank, 
(roverniiieiil e\f>ected it to ctnifiu' Llie following benefits 
ujjon the public, the trading conuiiui/iy, other banka 
and Governnnuit i<‘Jc4f ^ 

. {n 'rile gLihUit by Ilie^Mlank of a defipite polity of 
* ost'-ldisbin^ an increasing nurnfier of bi'iniclu'S tlirougli- 
oui India, comhu‘t'ng C3ovuamieiit IreiMurv and public 
debt business and possessing undoubted stalnliiy, wag 
expected le suppiv the iirgemly needed expansioii of 
bankings facilities, to iiisjurg cunfrdeuce in the public, to 
induce it to'lepr>sil its savings witli (he Ijrauclies, and to 
get into the bkuking iiabit, and thus t(^ uiobdise the 
capital of ' lie countt}, - 

{ 2 ) Willi its numerous branches, .with a larger and 
better distribuTed working capital, and with a fuller and 
mfife elastic oi (lovcr»uncnt balances, it was expected 
to bo able to'finance tbejiiteriial trade lo a larger extent 
and ill a bettor way, by employing more funds in the 
rediscount of lumdis, and by reducing aud steadying the 
Wgh nitji; of discount that iirc'/^ailpd ^ufing the busy 

season, * ^ 

■»* 

r 

^ &{'D the denpalcb of Oevemment of IncUa to tbe SecretiTj of 
^jitAte oo'tfae Iruperial Bank scheme, 1930 * 
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(3) It waft expected that the development of 
joint-stock banks for 4he finance of the country'e trjde^ 
agriculture and industries would be sthnuJated^i because 
they would have behind them the Imperial Hank, wnth 
its numerous branches, ujion which ihev would be'able 
to rely for gpidance and assiKlancc, %*lrich would train 
Indians in banking busine^js and make th?m»availiible lo 
the banks, whicli would exercise an effective control over 
their discounts and advanced and tlie creatd^n of dcfiosits, 
thus miiuinisLiig the j>ossilHlitics of a crisis anti juitigat- 
ing its seventies if it took place, and which, in short, 
ivould serve ellectively as a banliTirs^ bank, * ’ 

(4) While tho exchange banks were protected from 
^tlie competition of the Inriperial ]^;jjikJn tfieir foreign 
ejichiinge blu^iness, Ihey were expected to benefit fnun« 
the levelling up of the hankiug standards in^ India 

the latter, and from the facilities for rediscounting their 
bills afforded by the Ijondon branch oC the Jhink, 

(5) +It was exjlectod that an increasing proptjrtion o£ 
Government balances would be kept with tlie Hank, that ' 
ultimately alh the balances would be kept Vvith it, and 
that this would enable it to give increasitig help lo ' 
monev market oi the country. 

t- ■' « 

, *(6) Government bojjed gradually to tmnjrfer to the 
Bapt an increasing proportion o£ its fimancial^ and bank¬ 
ing ’Work, for whicli its ofijcers did not pfJ^s^x^ss adofpmte 
training and experience, thereby relieving^.en\ of muchf 
financial responsibility, worry, nud public criticiani. 

♦ (7) It was bof)ed that the inanagetnent of'the paper 
cuVreticy would bo handed over to the Ihink when curj 
^ency*conditions .became slibilised, and that this w'oulff; 
enlibic the* Bank to make Indih/i currehey more elastic, 
ofi&cient and ocononiical, and to^amalgauiat^, tie various 
reserves, ^ ^ 

These hopes have been realised to apprccij\ble o;jtent. 

rhiring i?921-8, t|ie J[ny>eria-1 Bank ^pursued a .vigorous 
policy of opening hew brff>nches, especially injliii^es ’\\'hich , 
IVad no banking offices before* In 1928 it bad 
brajiehes as against 70 in 1920, more than twice the 
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n^imber of the branches of all the exchange banks taken 
togetlier and more than one-third those of the Indian 
banks- its depo^ilts amounted to one-third of the total 
banking deposits in India. Few new branches were 
opened during 1920-3S as some of the branches had not 
reached a profit-'eJLrning stage, md aa the Bank desired 
to ccmtolidata and strengthen existing branches before 
Venturing upon new ones- But between 1934 and 1941 
it increased its bmnehes from 202 to 398* and even In 
1941 niai5it'\iijdd tfie poaition that it had built up by 1928, 
relatively to the exdiange and Indian lialjks, as regards 
number of branches ntd dep<^sits- Moreover, it has 
maintained a high degree of liquidity of its assets,, 
wortliy fjVen of^a Bank, The period of maturity 

. of the bills liscountod hy it has been on the average 60 
days only^ its loans have been kejjt within strict limits 
and a Itirge proportion of its cash credits have been 
terminable on demand, 

^ The Bank hnances the movement of '.V large portion of 
crops by means oP advances against shxjks, the discount 
of bills, and tlie purchase and sale of denialid drafts and 
^’tetegraphic transfers* Moniover, the Bank has succeeded . 
in reducing (he dilfercncc'between its'own hundi rate 
and the bft/aar hundi rate, reducing their fluctuations, 
and rernovi'ng the vanions in {he rates of the Bombay, 
Calcutta, and Madnis 'm-rkets, thereby giving some 
elasticity to"tl‘e credit system and stability to the busi¬ 
ness of the courrtry.^ The indigenous bankers have been 
compelled'4o lower their rates for discounting hundis, 
because the Imperial Bank hag been discounting them 
: at lower rates* They have "done this even in some, of 
the localities m which the Bank has no branches, owing 
to the ffc*ar that the .Bank may be induced to open 
branches ttiere* * 

The rate for born wing money frotp the ipdigenoue 
blankcrs has shown'a much emailer terdency to decline, ^ 
because the Imperial Bank cannot lend freely in the" 

4 IC 

* Cf. lUa, Present Banking in Jftdia, p. 48- 

b ^ 
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H’lAfusssi) owing to the I'estrictmnfii on its lending, aiJtd 
beciiuso the prineipljes on which the indigenous barfceri 
do business are difl'ereiit from ttiOKc of j|nint-st<^.k bank¬ 
ing. Further, the competition of the Tiriperial Bank has 
<'oin[^lled cither joint-Btexik banks reduce their 

rates not only in tliose places in .which the Tinj^arial 
Bank has branches^ but ih isonie other phtfeen' also, owifig 
to their fear that the Bank^piay establish ^ranches there. 
This lias benefited the cultivators, hceauwe tfie Rinaller 
the cost to inerehants of hoiTOwin^; tnoticy, tiid lower ia 
the cost to thAii of markeirng prodne^e, and conipetitjpn 
leads tfieni to otTer better pri^/es to the ehltivators for 
their produce. 'Moreover, the facilities given by the Bank 
.for the transfer of funds between herd offices 

Ajui branchcH at very low charges bav(» pro^lfed beneficial 
1o the public, and they liave been extensively ir-ied by the 
latter, although there has,been a decrease in flieir nac 
since lOSfi. 

Firiiilh , until ftkJo the Hank served as :i bankeiB* hank* 

* j . . 

to some extent, and gave assi^itaiice, tvith due regard to 
Htuind [yanking niolhods, to !:?tiier banks got itifb 

, (lilhculfics* WlicM tile Alliiiucc Hank of Simla faiied,* 
it averted n [Hiriu* in the <‘.otintrv bv supplying at once 
funds to [lay off onedialf of tfio demands <yf tHe creditors 
of the Alliance Hank, tt, liowciTr, did tlu^ according 
to the orders of, the (h>vcrin>iejft of Tiidia. But, when 
there were runs on the Tata Industrial Baisk* the Bengal 
National J^ank and Ihe C'cnfrid Bank of India at dififerent 
tiVnes^ the 1'jtiper ial Ihink promptly came fo tlieir assis¬ 
tance without any orders from Government, Furtherj 
1fic excliangc hirnks obfeaitfhd from th^ Imperial Bank I 
loans against auihorized securities wdien negessary, ^rtld 
were, therefore, able to etxmomTse considerably in their 
idle m^ney* fndihu joint-stock banks also generally 
"received the sarrfe facility, and som-B of them were given 
^cash credit facilities .actiArding to their needa. Both thte 
,da^&e 3 of 'banks kept eiubstantial balances jwith ^le * 
Imperial* Bank, ’ ' 

The Bank also discounts bills efidorsed by approved 
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indigenous bankers within limits 6.xei for e&ch banker^ 
and ijives .them loans on demand prp-notes bearing Iwo 
names* ft has also bjiilt up close relations with the 
provincial co-operative banka of different provinces, and 
has allow.ed them oT^erdrafts. It was, however, too much 
to expect the Bahk (o functton fully as a true bankers* 
bank, because it was a competitor of the other banka in 
dffferent classes of business. Moreover, the Bank was 
not Iwnnd by the Imperial Bank Act of 1920 to make 
advances 'to the other banks against Government or 
ofchet securities* » 

I’hf collHH'tilion of thA'Iiniwial Bank,^ however, with 
the other banks has often been exaggeraiued* In nearly 
ojie-iuiif ^of the where the Imperial Bank haa. 

'branches, tluire are no other banking offices at alh Thf^ 
question of c^itnpetifcion, tficj’efore, arises only in tlie other' 
places in “which there are brandies of the Im|>erial Bank 
and otlier banking offices, A lowering of the nites of 
interest in these [daces shows that the j^jiiit-stock banks, 
have lost their seLiii-inonqikity, And tiiat the., business 
community has benefiteti corres[)ondiTigly. However,. 
jfltirTtVi of (he hidiint banks have urged that the effective 
influence of a brandi t>f Ihe' Juiperial Bank extends over 
about 100 Inrles round about. This appears to be ao 
exaggerations Movem-ei:, they hfivc urged ilmt the Bank: 
gives accorni^vrodatioii to the business conunumty at un- 
cconomically^h'-iv raicft and yet has tlie highest tate of 
gross profits, because it has the use of enormous Govern* 
ment fuTdS^, free of interest* But this benefit has been 
largely offset by t!ie special restrictions that have been 
impoiH^d on its working and by its increased expenditure 
con-nected with it^ free services to Ooveiriiment, More¬ 
over, the proportion of its public to private deposits never 
exceeded one-sixth* Even if one-sixth of its total funds, 
were a^urued as being obtained free of interest, and the 
rates paid by it on Us private de^s^ts ysrep taken to be 
as high -those of the other big banks, Dn-Muranjan 
has calculated that the former could not account for ao 
advantage in the gros^ rate of profit of more than t per 
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ActuOflly the difference was nearly ,3 cent. 
Hence it is clear*that the higher rate of groifS profits of, 
the Imperial Bank wae largely*3ue to its ubilily to^ attract 
deposits at lower rates on account of the greater confi¬ 
dence felt in it hy the imblic owin^ Fc/its better manage* 
inent* Further, the fact that the proportion of ^utrent 
deposits to fixed ajid savings dcjxjsits is much higlief in 
its case than in that of tlfle other bunks^althoiif^h it pays, 
no interest on its current de^ioaits, s1io\Fs tfeat its ability 
to offer acc(j*nmodation to the public at lower rates'is not 
due to uneconomic competition. • 

The bittereft complaints have come from the areas of 
high interest rates, the ^and whero 

the Aitahftbiid and Punjab National BauIciS oxierate, ai^I 
'South India wdiere the Indian Bank operates. But the 
Central Jiank of India, having brandies in M. parts of 
the eonntfy* may be taken as the type of banks, wliieh are 
nei^jcr speciaHy favoured nor harrued by high or low* 
rates* Vet the gross ,^earftilig rate i^f Ihe Allahabad and 
I^unjab National Banks has b^en between /jind 'd percent 
higJier tfiim tfiat of the Central Bank nf India, *Tin» 
shows that a Jeneral tendt.*ncy to\^rds the lowering of 
rates on Jiccouut of the advent of the Imperhil Bank was 
dpfe to the greater confidence reposed in it hy the public 
and tfiat the otJier i^aiiks could have no legitimate com- 
plaiiit against it, t 

The Imperial Bunk endeavoured gradually to win the 
isonfidence of the other banks, in order to*be able to 
uesifme the leadership of the lodian banking system.** 
But as*the*b(|jiking liish)rysof Pngland^and qfher countTie* 
ftfictws, success *in this matter js shiw anfl ^ifiicultp *Tbe 
Imperial Bank was handicapped by the false nbtion of thp 
hanks and the public thaka bank seeking assistance from 
it was bound tt/bein a very weak (fontlition, fflie positioo,* 
hofvevei^, imjrqyed Ictf'er and it gftve valgabje ^elp*ta ' 
t^e^tlbm banks, as mentioned above. Th& wiser, banke 

i VL 

tiuderstood its real position from an early date ann kept 

f m „ 

Modern Banking*in frtdAi, p* 88, 
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tk auiistantiiii portion of their oaahi balances with it.^ 

. Others followed* and the reiutiona between it and the 
other banks ap£»^|ir to Juive been fairly cord! a! on tlie 
whole. 

In spite of the'creation of (he Iteserve the loi* 

Bank “ CO LI tin lies to o(Tcnpy u iinhjoe position* 
Afthou^jh, Government baiaiiecK and certain other 
accounts Jiave been tranwferrNl from it to the Reserve 


Bank, the' totai defjosLts uf the Lmptirial .Hank nre still 
lar^^eV than the Indian deposits of all the E:>cljanf^e banks 
and hot verv'’'juueli leHN^diaii those of all the Indian 
banks. Moreover, while the loans and advances )nade 
by the Kpserve Pan wive hecn ver\ sniall, and the bills, 
excepting Treasury lulls, non-existent in its |K>rtifi)tio, 
they have, alw'ays Ifeen consideruhle in Ihe ease of tlie' 
ItDperiur*Bank. Tins shrms^ tliat the Imperial Bank 
serves largely as a hulfer between the Beserve Bank and 
die iminoy j narked. On account of tlic past |>oskioTK 
'hnniense resoun:es* and i^v^vdi pi;fisli<:fe of the Imperial 
Jftiiik, the R.'^sei ve Bank v/ilJ have lo continue to share 
£li^'control arid ^midancc of the nnincy nnirket with it, 
at least for a faiilv^loiiff j)eritKJ, Althoiigh not requii'fid 
by kw, tlie Irn{>erial Bank publishes a weekly stateinent 
of its affair!^, like tiie Ri^^serve .Bunk and unlike all cdher 
banks, statement ^is *as irnp.'rtunt. as that of the 

Reserve Rank ^tn' a prnj^er appreciation of the conditions 
of thdi^money market." 

5. Whjr^the Imperial Bank has not beau develop;^ 
Into a Central Bank. —^VVe may now' pixa^eed to tiie 
'question, why thp Tjopeii-il Hank, vvhieh had bjben p^r-' 
forYninjx sonv' of the fnretions of a Central Bank/was 
.not developed into ^ W' Central Bunk, and wliy u new 
Infltitution called ,the Reserve' Bank Sof India h^s lieen 
established' for jjerfort'ininy all the fiipStiojis of such a' 
bank,^^ The chief reason for this'wcis that the'^IniperiaR 
Danljjcodlcl. Ucit f>e converted intft a Central Bank without 

; ^ Ibid,, p. 9p. ' ^ ' 

^ *^Sc 0 ubosp, A tindif of ih* fneffon p, 7G, 
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dejM’iviug it of its oomnierciiil banking functions.^#The 
working of ti Central Bank must bo ahRoluiel_v»safe, and 
itft iiBwetfl iiuifit have a maximum of Ji<|uiclit\\ J^bese 
rpfjuiromentH ^vonld be nndangervd by tfjo fierfomiance 
of coniniercj^i banking fimctioiis b>* ?i Central l^ank. 
The aoeeptanee of deportj from the pubiioiiuid ih^pay¬ 
ment of interest on thorn imuUl tiiclease its liability add 
risk, cind endanger the liqtddity of its assets, as it would 
finvo iKiy great utteniion lo its eanihigs* imd !^) it 
might have t# engage Iti nsky business, whit-h it oVrglit 
(o avoid. ^ • 

Mioi'eovtn', it*> would find if dilhcnlL to function as a 
^ true bankers' bank and Iti give fie^'^o^pt^her bapkg when 
yiev need ft, because Ihe^ l)ank might havo4o repay tlie< 
*defir)silH and to give ioaris to its customers ak the saino 
time, altliough jnany of its^securities mighli not be liquid, 
l^^urther, it would be irnfuir on ^lie f>art of a Central 
Bank to use rts f^ecial privileges to enter into competition 
witli tlio commercial bajiks*of^t)ie cmrtitry. Finally, the 
managers of the bank shtuild wot be prevent id from coil- 
eentrating flicinselves oti ceiijral banking^ functionfn>y 
having to deal Vith commercial baiking, which would 
i?n*ain tficir energies and judgement and caiisB them dis** 
traction. * . • • 

If the Impel BaT^k bad lieed given the filiations and 
status of a Central Bunk without dcprivira^lJl' of its com¬ 
mercial banking functions, it would have become fai*more 
powerful, asid would have been able to offer sMons coiti- 
petitfon to the otlier banks in the country. In this con*^ 
'liegtion 'Mrt Kisoh, the Firftiinyal Secretary the India: 
Office expressed * the ojiiniou f<^ithe Hiftod J^oung C(fni^ 
mission on Indian Cunenev and*Fjnance that rhe holder 
of the yltimatc mtjbrves ok the country ^lould not itself 
‘he lilie channel *ljniiugli which credit, w^as given to m- 
^divid Oakland 

*'Mt>reovep, the Bank oould not have funettooei ad®- ^ 
qiiately as a bankers' bank, if it had dj^come an jfctive 

' ^ Minute of iff fbe Comoji»Aioa, VoL V,,p/ iSii. 

* » * 
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rival, of the other bankfi^ because -it might have been 
tempted to withhrfd sufficient help from its rivals even 
if they needed aijd deserved the help, and because they, 
far from regarding, it as tlieir saviour in their time ofl 
need, would have ^3een always suspicious of its attitude 
towards them, mid jealous of ijs -cpecial privileges. Fur¬ 
ther, the iiank would have been suspected generally of 
jiianagiiig the Currency more' in its own interests than 
those of Uie country* Furthermore, loading the Bank 
with" comrucn-uih as w^ell as central, banhing functions 
w'oiild have tlii'own upnil- it a- heavy burden and would 
have made its working cumbrous, difficult^jand inefficient. 

It w'as, suggested the Bank should be divided into 
4vk'o separate-deiKirtnients, llie Issvie and Banking De¬ 
partments, that the former should be entrusted with' 
central b'ankiT\g functions, including the issue of notes* 
and that the latter tshould be fj'ee to conduct commercial 
tanking. This hirmal separation would r^ot have removed 
the dihiculties and risks meiuionDil above, because both 
the departrn^nls would have had to be under the control 
of'tile same anthorities. As Mr. IvLsch oitplained to the 
Hilton Young t'omriiissionj '^ve must have an absolute 
assurance tiiat the Issue Department is never-made the 
handmaid of the Bunking Deparlinent, and as the corftrol 
of the nots issue iavolves,-irightly,. discretionary power* 
and the exefciie of judgement and wisdom, one ♦wants 
that vhose p<jwerfl should be exercised under the most 
favourable Vi r cum stance 3 for tlieir proper discharge**'^ 

* It was asserted that unless the Reserve Bank in India 
.transacted commercial blinking work, co^ld net get' 
sufficient business and, tlterefpre, could not earn adet^ate 
profits* It may, however, be pointed out that the bank's 
work of rediscounting the bills of other bankg^ would 
develop gradually, and that in the meanivhile, its special ^ 
privileges,, including the right of notiC issi^e, wduld yield 
it a fair margin of profits* Mor^ver, a national inifcitur- 
tion like the Reserve Bank must subordinate the queatioh- 

of ETidenoe, Vd, V, p, G7, 
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b( profits to the development of a sound banking system 
in India. • ♦ *# ** 

It becomes cl ear j therefore» that if the Im^rial Bank 
were to be developed into a Be'serve Bank^ it would have 
*been necessary to deprive it of itsV^mmercial bankings 
functions, although it had been pefrfornyn^ theQi pficcess- 
fully. India would therf have been degnved of fhe* jad- 
\’antagee of the widesprtad and elaborate organization 
that has been built up throughout the countrj to provide* 
it with vitally required commercial banking facilities, and 
to help it to develop thff banking and iyycatment habit. 
It was, tlifer^^ore, necessary not only to Itfave the com* 
mercial banking functions of the Bank entirely undie* 
turbed. byt also to remove the r^f^iriertons that had been 
♦imposed ufK:n tliern owdng to the Barik*s pcrl'ormance of 
a few central banking functions. When th^ {ptter were 
handed over to a new ar/d sqmate Bescrve Bank, there 
W'as no difficulty iu removing fcl/n restrictions upon the^ 
cojifmercial baiSing funclions of the^Im]>erial Bank, antj 
atlowing*it to conduct*its acfivitiea as I'rceJy as any ccjjn- 
rnercial baplc in the counlry/and thus to, ^rfVide 


better and elioijipcr ban king, foci lit ic;p to the Indian com- 
nninity. The (■cntral Legislature and Oo\ierninent de- 
ci(J^ed, therefore, la idtvph the proper course, viz, to 
ei^tablish a new bunk, to be c^tled tlie Reserve Bank of 
India, to hand over* all cerftral banking fynations to it, 
and tf> make it a true Central Bank.* * 


6. Defects ia the organization and wording *of the ‘ 
Imseflal Bank.—We may now proceed to the defects in 
the organisation and workmg of the Bank. They are W* 
follows" ' * • * • • * ' * * 

(1) Its administration, 'whii three peimanent lead 
offices in Bombay, Calcutta aftd Madras, ie*top-heavy. 
Considerable ss^vings can? be made fa^' giving it u single 
head ofl^pe. • „ *. , / • < 

^ (3) Although Itegifllature and the Gbyernment of 
India have already accepted the principle that> wl^eor aif 

■ ^ CJ, th« Eiaport of the Hilcoc Young iommiUloin oa ladien Cur* 
reooT and Finara, 1S96, 34-fi. 
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iitatitution receivt^R help from the Stjite, its manjigeinent 
tthould be jw^Mjijdt^'^atingiy in the liands of Indians, there 
is no provision ip the 'Tirijiericil Bank Act to secure u 
majority of Tntirnhs finioiif^ the Bank's shareholders, and 
(Central and LoeaJ tBoards, and a little more than half of 
the paid-iip of llie Bai^JY still belongs to norn 

Indiana. ’ 

tH) Ttie superior staff of tht Bank is still largely non^ 
Indian, ;i.iid it^ lias been asserted that the rate of its 
Indinnisation has been too slow, and that further 
ivnVnilrneMl (<f, non-liKlij;n^ was continued until HWO. 
(VtnsiHpietuK , .ioiue of its branches liavj*^ bceiv uii-pro- 
filahle iind its services rather exjjensive. The Mana^- 
;ng (i ovfhiior iiV'^the Bank lias stated that,a vigorous 
[wilicy of Indian I Silt ion is iiov being pursued by 
BankJ ' 

(4J It ficis been said that ns a result of all these fac- 
t^>r8 the Bank lias^been resnrlijig to raepal and political 
diftcriniinatioj^ to .some extent, in granting financial 
iwcomnualaboo, that Ind^Ruis do not ai\\iays' get ihc 
'm‘-^:uinodatnm to whuh their assets entitle them^ and 
that notolndlims have frcpucutly been given larger 
credit than tfiat to which ihev have been entitled on 

I 


businesa pshiriplc^, Tlu^ closi*' alliance between «1Iie' 
Bank and Ihitish cooKncicial into rests in India still 
|)ersists, althmigh less so now tfiaii fornlerly. 

(5),Altfiou^i in the, past lln^ exchange hanks wei<i 
jealous of < the Presidency Ihinks and prevented tlieni 
fpom doing foreign exchange biiHiness by making Gof/eni- 
rnent prohibit theiu froni tjngagiiig ip it,' th^!y wen*. 


shrewd eiioiigh \M to carlv their difterenccs too far,;^a'nd 

In recent yeitrs a close ujulerst^i.Tiding tms Ijeen developed 

'among them and* the linperfetf Bank.^ Tlie basis of the 

underslancljng during^the War was the difficultiejf of the , 

ecchaqge banks, and the basis afjer^^thb end of* the War 

was the Jdi^culties of CVoverniy^ent in''carrying out 

exchange policy, ^hich necessitated a frequent conlf!?''-' 

^ 

'I \ SMtLiq Coutral Comuiitttie^EvicieD;^, Vok III, p, 674, 
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tifjii of cur+ency rnaintitin oxchange, a higJi bant 
to 'support the ooyfraoliou, and large wales i>f tr^pasury 
Inlls to the exchange Imnkw. ^More6vei\ the Imperial 
Bank liaa had on de(>osit much* larger balances frqpi the 
exchange banks tlian I'nmi the hidraH banks, given them 
larger overdrafts, acted as llieir y.g8ift in the inferior' 
for the collection cd drills and idiequoR mul ftn^^diier 
husiness, and managed tfu' ('Icuiing fiouses, tfie majorlly 
111 tlie Ml embers of vvhich/iti tuunv cases, have been the 
cxciiiinge banks. Finally, the fact thal 1 ho*sfaffs of the 
JiMfM^rial Bur#li :iiul thr twcHiaitgo hanks liave been * non- 
fnilian and, rcspeci of iJii^ Britisli eXtsl|fi.ngc bfti^ks, 
have had a ci^imuon natUniality, has provided a hood 
l>etween them. It is said that the tyf tli^ lin{>erial 

Jkink to the Indiaii joint-stock hanks lias b(*cn much les» 
i ricJidly.' ^ 

lb) lU voliune of <msIi credits ha.s incM'ascd*and that 

* 

of hills has diminislu'd. 'Utis lias^ prevented tlm growth 
(if iifbill market HI India which, as-tncnlioiied later, in 
ossenlial /or flic souiid,dcvSh^ailent dl banking in India** 
The incroasff in the Bank's ^ui\stmcnts, V^Jjirh can ho 
only in aiifhorrzcd se^euril ics,^ bus not helped lntdc*'tnr<f 
industry, and •inosi of ir *has buTicdlcJ (loverniyent 
Ihiauee, *Thesc' changes nre, hrough 1 <iot by*the follow¬ 
ing* figures * 

Mardh 1921* Mfirch 1931 March 1941^ March 1945 
* crones of Rs, crores of Rs, croresdTHs, trorea of Rs, 


Bills 

9*62 

5*32 

3-3S 

. rss 

Bash credits* 

22-34 

2t>-53 

23-74 

'• 4416 

[^ri% 

ie-38 

tail 

6-82 

17-59 

Investments.* 

13*17 

3J>/4 

46-S4 

• 

] 42-78 

(7) The* II 

icthnd 

oniployal ii» 

sec n rc tficb c x ten sion 


hanking facilities ^n Indian r/V,* prirnding the'Bank ex-t 
ctusiveiy with inteivst-lVcf' (lovenimeQt balauces mid en- 
eoufaginj it to eatay>lisjlj u^w branciifs has bebn regarded 
^ n^iduly costly 4iy ferfie, and it has been aaBertedTthat if 
tjiis*privilege w^erc to ht? w itlidrawn, the Bdn'k*\vci^ld-*bf? * 

’ Central* CciDinitt'i^ Miuority Boper? pp, 374-77. 
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compelled to shut up some of its branches* It has also been 
felt by some that the Bank has been “using ita branches 
njore for collecting' depa-itifR in tlie interior and with^ 
drawing them for rse to the few financial centres in India 
than for financing the trade of the interior w'hich hag 
supplied tlie 

TliC ^ohowir^g tkfects in tljc orgi*nization and working 
of the Bank bow been removed :—^ 

(1) Until the Imperial Bank was prevented 

frojo condu'ctJng'general oi>erations outside India and 
Ceylon* Its openilions in Ijondon ihrough’ its London 
branch \vere tcjn^ial, and it\vas debarred from conducting 
foreign exciiun'je ope rat ions on the ground iliat they were 
precarious-and idhtivc. But the Secretary of State 
aB<l (he (Tovenimont of Lidia conducted them every year 
on a large ‘cak% and the feeling was said to be wdde- 
spread that the l^ank w^as pre^mted from engaging in 
exchange tmsiness to sa^cgutird the vested interests of the 
excljaiige hanks, which possessed the monopoly of finaii- 
ohig India's foreign Inide- ^ 

('21 Until the Bank could not borjoit money or 

reroivc deposits (ml side India except in an emergency, 
and h. was, thereforej virtuafty debarred trom obtaining 
money in Loudon or other financial centres for use in 

-I 

India. In 1^^77 ami ISOt', the Presidency Banks memo^ 
rialiscd the Sdcrotary of titaCe for pernnsi^ioii to borrow 
outside Indiait wa.s refused on the grounds, that 
'‘borrowing in London would involve t!ie banks in deal¬ 
ings in foreij^'i exchanges, a class of business ^vhich^thp; 
Bank of England does not transact, and which ia not 
banking but i^.pfCuliitUe c-omiufercial businesa”, tlidt *‘the 
jjosition of the huiiks sliould ke ^treiigthenecl by an increase 
of capita] Before tliey could safely be allowed to resort 
to the J.a)ndon inarkci/’ and* llaat ‘''while access to 
London might be given to one am^amated bank^it could 
uof be coaveiiieiidy to three'sewawite banka.-, 

■ * * i *' ‘ \ 

^ Cf, tMinarity BefKurl, p. 374, BoiHibay Committoe Bcipoit, Pi life* 
lUJd Ceatira] At^b ComaiiU^ Beportj pp* 871 pkiod 874t 
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But the^ objections disappeared with the amalgam^ 
tion of the three Presidency Banks into a single instil 
tutlon, the Imperial Bank, with ai^ enlarged cVpitak 
Moreover, the Secretary of State and the Goverunient of 
India, as mentioned above, engii^ed irf tins businfeas on 
a large scale, and under a ttold Standard, or eteu under 
a Gold-Exchange Standard in ordinary jtinjee, ihe^ljusi- 
ness was not more specidative than dt^di^ings in iniwd 
bills of exchange. Further^ althougli# the Bank of 
England did not deal in foreign exchanges, it was not 
prohibited by law from doing so, and it fref|uently* bor¬ 
rowed large sSias froni ubmad tj^ meet its npeds. Further¬ 
more, all other central banks also possessed the power 
to bon'ow money outside tbeir own countries, and were 
not crippled by any prohibition h)*botmvv iii*any part 
the w'orld. Even tlie most powerful banks some¬ 
times bad to borrow ab]x>ad by pledging theil',securities 
to meet special reqiiiremmts. 

The objection^ that permission to borrow money in the 
London market /night lead,to the Tniijcrial Bank looking 
up a part of its resuurbes at*such u great •distance frqpa 
India as t-o jnake them unavailable if any eintffgency iv^wc- 
to occur in Indij, was not v^ilrd, beej^use mere borrowing 
could not Jock up a bank’s resoiuccF!, unless^it invented 
theiu in securities wliieji’could not be sold readily* It 
wrfs, therefore, generally felt that this restriction also 
had been imposad \ij>on the Iitiperial Bank in, tfie interests 
of the exchange bunks* Bat it .proventctf tlic Bank from 
having clastic resources and, tberefare, fromcontmlling 
alJetjjiafely'the money market tii India* 

In periods of financial stringency and specially l^rge^ 
’trgdp deraandfi for funds, the* Imj^erUl Bank, like 
Preddenev Baniis in the pas^,*was not uUe to borrow 
fundfl sufficiently,^although,it jK^ssessed first-class invest¬ 
ments ivliich it could oflel as security, for loans, feecauee 
“ the‘.pow^ of GoAternmept to lend fh^ds to It waa 
•to 12 cror«s agatnst internal bills of exchange'ty the 
■ $aper Curfenoy .Ajnendment Act* because noiftieikinsth 
tutibn in India could lend to it, arvl because it was not 
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-aJlpu'od to bornnv funds outside India* This unneccS'- 
j^irilv iiampercd tJte fiiiunce of Uiidc in India, The 
rp3a\:Vtion/of the * restrict ions, to wffich the Presidency 
Banks were sublet befi^re iimaJ^aination, wiis confined 
to i',ihiunercia[ nunkin|i:, nod the Merviees which tlie 
liiipi.'iair Bank derod to tlie country were confined 
niaifijy cqnnncrcidl bankinj^.^ 

. \invcniuient nominated *1 fie Kuijorhy of tfie ineiu- 
hers of tfic Bui-ik's f'ontral Hoard. 

Altbiui^ilu the f)iopi>rtion fd cnsli io lial)jlitieH muin- 
laiiiKl hv ifi.o hiiperial Bank was hifrlu^r t[|an that rnani- 
tabled hv tlu\1ndian joiii.J-stock banks and tlie exohauf^fe 
fjanks in Intha. partly diu* to tlie fact tl\!it tlie linjxnial 
.Bank paid rui MitciOfU c>ti c urrent accounts and paid loMer 
^iiflon‘st tjxod'(ie[>ositK lluin tljo cjtlier banks, the prci- 
piuticai tendt^d t<j decline from ItkiT to ]03I, and a^aiiV 
I'roiu as; showii by i\u\ following table :— 

ProjMjrtioii of easii to iiabdiLics on deposits <jr tlie 
Ln|ierial Hank ijn December each (jtear*" 
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1 
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1937 1 

16 

ltl26 * * 


1936 

fl 

W27 

14 
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13 
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13 
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1A 
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16 
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1931 
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7. FHtupe pcHcy of tke Ini{torial —The eontino-^ 

5 yice‘of its special *ftosition and,privileges will mate it 

, 4 Ct ’Wimft'* and -Toslii, ^^oncy Ma^rJcel in 

pp. 3fo-20, / * ■ - 

** Sec Statiatical Tablea*relateto Banko in India/1944, p. 
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all mgre necessary for it to do its best to remove 
defects in ifca Working, to give larger nud batter aaaietalice 
to the trade aixl iiiduKtries of the eiyiotry, and Jif help 
the Jteserve Bank in its task''of ertfabtishing :t sound 
hiUiking system in the country* The* followiiig /higges- 
^ioii.s Jjave been made to secure tho ;^^ 
(!) Tt should cut dojvn its topJfieavj a^dmi^istrt^tion. 
(Considerable savingfl can be made, if it has n singWTT^d 
oftice, insUnul of three* *Wliether Boii*l)ay or Calcutta 
is se]er(ed for this j>ijr|>osej there is brjund to Iopposition ^ 
from the vc^'^ed in(crests of the otjun- 1 vvo*c.eiitre¥, but 
(lovernment ^llld flic Ijegis^lorc dcMude Ihis 

matter, as it possesses much jaihlic iioportifnee, 

(*2) No fm’tfier lecrihlujcnt of Tiim-fudinjis lo the stuff 
of the ISauk should lie made, excc^pf in’A}icyial f uses with 
'tlie iijjprovnl of tlu' Finance ^[inisteT' of ilie (h>vernmerft 
ofindm.’ ^ 

(fi) 'riie Ineul agents eff ilie Hank should pay Ftpocial 
utttyuioii Til tlu*_nnIloviil cif Hio sifspipon fituii the pubhe^ 
iniml thal they resnri to I's^ ial and ptjilicnl discriniinatioE 
111 t^raniiMf# hiNincaal iissis^uiico. Thov' sliould kjtpw 
thanmghiv* tiif" kiiiguages of ttie distritds, iif Avhicli* ^iicy • 
serve, and shituld miike tlMj’Jiosl ©Iforts to keep tJiem* 
selves in toiadi wiMi tlie* c^immercial I'ommiinity of the 
districts. The\v should regard ilie piogrc^^sivc develop¬ 
ment of iiKiil chanjicls of inif^stmeiit as^ an jruf>ortaut 
duty*, Tn enable tlfem to cstablisli aiui^injrintnin a close 
touch witli tlicir local chcntelo, the BomTjay^Comruittee 
Jiufl suggeste^l the cstablishmont of local advisory com- ^ 
ftiiftees as an experimenial measure in a few selectjsd 
centres* ^lui v^uninittccs^ will supply of contact* 

ifetween'the Bank and othef local l)*nka,‘trade and iri- 
dustries, will remove the existJ^ig hesitation mdigenous 
bankers and Ux!al trade^/ in upfjlyiog to the Bank for * 
financial jussistdiice on account oMlm iliieerlaintV of the 
tr4at(n(flit ll^L^thgy Receive from #t, and wdll^ l^C us^uh: 
in^’^bridgkig the gulf that exists betwee^,the ,Bank’s 

See CeDti;fi'1 CnDimittee Itep^^rl, p* 3ji3. * 
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' 1 
branches and the commercial community,in nee^ of credits 
Mrr MacDonald, the Managing Governor of the Bank^ 
however., has stated in his evidence 'before the Central 
Committee that such advisory committees are unneces-- 
sary, ar the efficieiicy and knowledge of local conditions 
of the Bank's agepts have been steadily improving.^ 

' (4) Tile Bank ahoiild endeavour to remove the scarcity 
of coiiiiT'efcial 'bills by pursuing’ a liberal policy in dis¬ 
counting the bilif of indigenoT^s bankers. 

. (5) rt should use the indigenous bankers as agents for 
the collection of cheques and bills in the same way as It 
uses joint-stock and Cii-operative banks. 

(0) It should'gb’c advances more freely ^against agri¬ 
cultural produce st(>red in godowna, 

(7) It slnuld give ciiedit and overdraft facilities 
more freely lo co-operative banks against soundVecurity, 
(B) It aln>iJd not make any atteinjit to curtail the facili¬ 
ties for fj'ee rcmiLtance of funds ior co-operative purjMses 
tliat it has been gnving to the co-opeintiye banks, and 
lor'ijfher than co-opeiative ])iir])oscR, it sliould give them 
remittance facilities on the ’same-terms us those on 
whibh it givt^^'Uic facilities Uj joint-stock banks. 

t?T5 It should extend jts pric.Jtice of giving.loans against 
gold (vniameuts, so as to save t^ie fairly w'dl-to-do among 
the cultivators to a larger extent from the dutches of the 

monev-leiulcrs;. 

+ 

(10^ Within safe limits it h^honld give larger financial 
asRistance to iuftrtNiries on the lines followed by German 
^joint-shxfk f)ankrt, as explained before. 

(11) It sl^ luld tjike up and develop the work of fin&ne- ' 
mg\Tndia'R foreign trade, and oveiTome the exchange 
banks' monopoly of this line oi business* 

Ijj has? established a separate ^^oreign exenango depart¬ 
ment and is" endeavouring "to develop foreign excliauge 
business. Its bi'auch in London, many branches^ in 
India, large financial resources and extansive b^sineap 
conifectio'^s'give it special advantages '*or^this busmess. 

* , 

’ CommiUeb Evideuoej VoL XU, p. 934* , 



CHAPTER XI 

* * * 9 * 

The Money Market and BAlatioift between the 

Different parts of the 'Bankinf^ System # 

* * , 

1. Inadequate connection betweoti* the compwent 

pafts»—The maiiey in Imlia inaf be di^ideiinki 

two fiarts, the European or central part, consisfiii" t>f 
tlie lioHcrve Bank of rridlJi, the IjTit>eihfl Tiiink of India 
and the ex('hanp;o hcUiks, and tlie Indiaif or Jiazaar part, 
consibt-ins of 4he money4(indev^;, indigenous l)ankers; loan 
offices, cliit furitls, iiidhis, etc.,Aho Induinriouit-sUKk and 
co-operative b?mks (ieeupyhig an intermedrate position- 
, The connection behveen these paj;f>’#it?ujncotnjdetf , an the 
Jndian hanking syRtem is hxjsely organized anti without 
‘oobcKion, and until 1935 kieked a central cg-tn'dinating 
agency* Tlie central part has l^een hrrgely dam mated 
by floverninent whicli has conliojted the currency, and 
fhVough it iufiftjenced the hank rate decisively, 
money nvtJ'ket in Indiii^, llterefore, defective, and can¬ 
not be compared wnlh the higff]y devdoi>e(:l thon^ey iiiurkfirfis 
in Westeril countries* • * w- 

Owing to thd ahseiice of'a (^enfcfal 13:iiik until .I93fit 
^tiie Imperial I^ink performed some of the iunctiona of 
a*Baukcrs' bank* Tbtf other b^nks jwmj riot bound to 
keep balances ^^th it, but in^ptfictice the eitclvinge banka 
and the larger Indian joint-stex^k banks a substantial 
part of their cash balances wntJi it. Its grant of loana 
U> tlie joijit-stock banks against Gavernmokt securities 
al the bank rate pioved very useful to them, but the high 
•bank ns-le'fretjuenUy red viced to a coosidcrable extent 
lhe*beiieflts of surh loan^. On accfAint of the special 
concessions that the Imperial I3^nk reeeivedPfr<](Qi GoverAt 
ment, and at pr<?sent receives from 1 !he Reserve Bank", 
■th<^ jomt-stock banks have regarded jt rfiore 3,3 an ^unfair 
^K)ifipetil!br ai^ a friendly supporter, and fl^jere baa ^ 
beeil no alo&e connectiin between it aiid*th^,, They^ 
41^ consider the exchange banks as powerful'com^tifors 
'owing to the iatter'a large resoufces, ‘ability to aeeorq 

^ M 1 • ,4. A* 
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(^epoHit-s nt rutesiof inttireht, and f^m'Vif\^chn\mi lipyn 

Uie iield of Uit* finance of interna! .trade it tlie ports 

wel3 (is interior. Tlie provincial rn-opeiativt? 3>anks 

maintain aniali current accounts witti tiic Imperial Jiank, 

and Jtlso easfi credit and overdraft facilities from it* 

Tim. central co-operative fianks ult^o keep sutall current 

accdiiut^ witji tile Ihiporial lianf: and Home pnnt-sto<-k 

bflnks'.' Jfut the prriiiarv c(Vopei;i1 ive societies have 

roinwdion with oilier co-operative <Tedit institutions 

(itlh'* 

^' ' 

Tbe co-opendive hanks have im conneefion with l!ie 
indk^CMous ha/ikcrs and oioncv-lcmlcrs hevond the fact 
thill n f<‘W ■ of thuui arc dc]niHilors nr cnrectois of the 
central ctsr^peralivc ^bmikh. The jf jin I-stock hunks feel 
that the 9,aj-oocdi!iVC fianks also have he/rnn co com|tete 
with Ificm In undertaking Imsirujs.s I hat does not really* 
ffjrm a pjfrr of co-opcralioiu niicii as openiiijr current 
accounts^ the finrchaso of (traits^'and the sale of ivinittance* 
and the iiidi^>cnous hdnlaus alsn liavc !_lc* same feejin^* 
'rilcrc is not injich contact hetween tfic bnhi»enons 
hankers and the inonev-lciufeT's, and hotfi of/hem iiKuallv 
di:_ not nuTmfahi jurounts with tin- Imperial Hank imd 
not at all wifh the HeseVee Hank, IXirin^ the husv 
Kcai^on* \vh;ni the supply of himdis is “^roater .than |Ik»^ 
rcHtJiiiTes ol^ I he iruhgenoiiH hunkers^ a. fcin|>onn y con- 
neeli(m is estuhlishcd bfttween a nunilicr <>1 niern who 
are selected filial placed on aij approvetl list, and the 
Imjjeria! fianfraud the joint-stock hanks, and the lainks 
retliscount the hundis drawm and endorsed hy llw approve^ 
indij^entnis hankers up to certain maxlnnun limits d^te^- 
iiiined accordin^f to tjie financial siandin;!? of the hniikers,» 
hr ^pye then/Hdv*fnccs a^^a'ijist demand piofnifii^n'V nhtes 
^i^nieci l>v twf> of them/' " 

^ - 2 . Opdrftt]&ii& of the central.or organised part of the 
money'marjEet.—'^tSiesc may he consideivd under three 
hgids^Jtlte cjiU nioiitiy market, flif Ipll^)nj^rket*and Ihe 
collateral loan market. - ‘ * 

' i * ' ' 

* C?/* Coni ill idee rf^epfirU p. 395* 
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fa) money tnarkei.—The Kx<ihaTi^"e Ban^ 

iWii the cliiof borroweTK <'>f eull nionev* lHH^^au?;e they n|teTi 
nmintHin a sjualler prop(>rtir>n of easli nesrrva'jliMm the 
Iiidiiin banks. They c'aji do tlii** as they Iui%v a vrry 
large quantity of' hills \u\d olfier liquid assets, ^Diey 
umy borrow ,a large aiiumid of call moiuy, when they 
find that the vuhio of hHls udVred To llu-iii'^ror 
(HI any day is jrim li laiger tliari that of hills mafufing 
lor payJiKMit on that day. Indian ha nits luarow call 
money to make uj) a didKdone\ in ttu'* easjH balimeef; 
that they are ecanjjeHeti by law io koop with thn Uesiwve 
Bank, because lierwiso the\ irfould lia\c rn [>jiy a large 

tine, llerKT, (lie iriqKirOincc of call tnotK;\ lias iTicrtaisixl 
- rnudi, sinra^ the esf ablishincnl < £ JiMm ^Ifescr'^* J^ank. 
The l>ank.s*ma\ also borrow call nioiiec I he end of 

-4 «■ 

:i year for the wiTidow-dressing of llicir l>alaveo-sheots. 

The lendcM's and horrowfvs are iisiiallv banksf Some- 

% 


limes, luwever, pri\'ale nistiimif>fks and financiers lend 

call r!it>nev to banks, 'fhe 1 raiisa(tl.iotlV^ niav be arranged* 

* * ' ' 

direct or *Lbj'ougli brokTrs. The Kxiduiiigj' Banks can 


usually bornwv cull money, wMtlHnii providir^ collate nil 
security* ()lhej^ hujiks liavi^ do fuovule il in tlie Au’iTi 
of Government securities, 'fhe^ rate for infer-bauk 
ino^^oy varies l>ela een ^J^aud I per cent iwaiorBing to the 
slack or husv season* 1h<* deui»nd fbr calPiuoncv for 

■ 4 ^ * 

the pnrjjosos ipionlU^ied ah<ir\'c^ or for fiuinjciug specu- 
Ifitive ’dealings on tlu^ stock, liullion atini*pwiduce ex¬ 


changes* uTul the suji|d\ o\ cull money w''hi(jli dc^peTid*^ 
u^ou Treasury lirll rruiturirics. 

, (b) Thr^btll nuirhti .—'['here is no such market in 

India, in *t!JO* absence of ;T d^^■^cnllnf markei, similar‘to■' 
thuf- existing in Jjoufhui.’* Hiuiks in Tndju, esp^cfUiy 
the Kxchangc J^anks* disc*wunt Tiills o[ appiYnled piiHies, 
and fulfil ling certain (ondiTious* fmt tjiesis is uo (tscount 
uiaVket lndiu*'for fynlier dealijfSgs iu thesti and 
banks have' eftlsfrr fo Ket^p Ihcin until they m^thre, cjr 
redik^ount them in the Umdoii diHCoiint mitrliet* S they ^ 
^re export bills. The iLl>ftejice of ijucli market b the 



BANKINO IN INDIi 



cjlief hindrance to the drawing of *Ijidian" export and 
jinpiirt bills in rupees, . 

III'addition to internal and foreign trade bills. Treasury 
bills are dealt in by oanks^* As they are issued at a 
discolnit by the (rovernment of India or Provincial 
.<Jovernrhents i\ni are lepayable usually^ after three 
ujuTitiis^ regaVd them asj a very suitable form of 

ij:ivmment for their own siirphis funds. Moat of them 
have been isaiF»Kl liy rhe (loternment of India, During 
the first World War, tliey were issued to meet Govern¬ 
ment's disOuracmentrt mi behalf of Iba. British War 


OiTiee. During the potibWar f>cnod, tliey ’were ijssued 
to jnveL budget thdunls und l^o repriyj the old bills* 
More receivlly, they have l>een issued, to provide ’ways 
and jtiethis J'or" rurrvnl, and capital expenditure, repay- 
3lient of olcf bills and eoTivcrKion of loans. During" the 
second War, they were issuod in large amounts for the 
same purpose ns that during the hrsfc \Var. 

Tenders for tlicm are invited by tjyvernment potifi- 
eniion, and are rat^cived by* tbe offices of the Reserve 
Uank, The ^tenders quofing the hwest -discount are 
■accu^itcdj'aTid#the hills arc issued and jiaid by the offices 
of the Reserve BuKk, TiDaddition, intermediate Trea¬ 


sury bills .are sold sometiiDC^, at particular rates* At 
least 9U jKu; cent Qf tbe lenders "{ind purchases are made 
bv a few big banks, and nearly half of tliese by the 
Imperial alone. At the most, 5 or 10 per cent 

are puJ'cliuseTT by private individuals and institutions 
direct, aiirl. not through tbeir banka. This makes Goir- 


eminent in India dependent upon a few banks, whfereUB 
in London, large fitnds, whifdi do not belong to banka/ 
are^ invested* in Treasury' billa and enable Governitielit 
there to aecine more fav<^tuni6le rates, C^^nsequently, Oie 
Rerierve Bunk has <wmetimes tti hdervene and puichase the 
billj^ ojT own acoc.iunt, R-c^cently, the Reserve Bank has 
bgen'trying to organize and wijleq liie^ Treasiury'^ill^ 
market, in, bi:der to secuuo better control of mpnej; 
mdrkjf*^, witli the rcdiBCountability of the billa wijtK 
itself, and to eriafile the* market to carry a" larger floaV 
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mg debt and thereby to reduce the cost of Government 
borrowing. As Uie prospects of an early establishment* 
of a market in xomn^srcial bills are far trom^ brigjit, 
this ‘appears to be the best means^ at pPeseiit of# giving 
the Reserve Bank control over the monoy market jnd 
enabling it to organize the market* The ellorta ^of the 
Reserve Bank, in w'ldening the TrcosWy bill markj^ 

* have not succeeded tnuoh so far, on account t>f 
absence of a discount market in these hills** Banks are 

reluctant to discount Treusurv bills with* the Reserve 

■ 

Bank^ because the money market regards 5?Uch^discount¬ 
ing as a sign <rf weakness.. But unless the banks tfre 
, prepared to discojiut {he.se bills,^hey camuit kxik up a 
large part of their funds in the hills* The Resetve 
'Batik sliould, therefore, take step.s^U, njake the^ banks 
giTte up this tittitudc and consider Treasury bills as an 
instrument of the money market, to Ijc readily converted 
into cash vvlienover necessarv, and not as au investment 
for a definite period* If it succeeds tit doing so, the 
money* market v^ould develop greater olaslicity and 
would be more effectively* under its control* 

(c) The CoJhtcnil louti marKft .—This iK*h^far the- 
jfiost imjM)rtafit 2 )arL of t he money luarkeh Collateral- 
loans usuallv foilii nearly half of Ihc assets of the 
scheduled l™ikfi dud take t4irec forms, loan , over- 
draflf account or casli credit* A current account with 
ja bank is necessfiry for the hiite^ two, but not lot’ the 
first* Giovenimcnt bonds, share*, of fiiKt^lags com¬ 
panies, agricultural or jnanufactured commodities, wiiicli 
*are* easily niarketahlo ^ and t\o not fiuctuato much in 

4 ^ 

price, or ordei's for' their delivery o7* bullion are accept-^ 
aBle,to bUnlcs collateral.* Banks keep a irifivgin of 
10-20 per ceni on the market of Government bondp, ^ 
30-40 per cent on that of the slAircs of firsf-cliiss com- * 
paniea ajid 30-30 fier cent* on that &f^ commodities, 
Ek>an 3 are iisualljf^given for a Inng^t^' ftertod than oyer- 
•draft or calli -cr^dii- advalsces and in many cases erft not. 
i:;je^ly /within the scope oS the <Jperations of money 
moftet, which is concerned with shQrt-term finaYcel * 
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Tbiiy iii-ii ufliially given ft>r tiie long-ierm needs of indue- 
'^rieK jigijririHt the security of block capital/br for consutnp- 
tfo;L Overdraft and cash credif advances have been 
explained in chapter. VII. Basinews men prefer the 
liittyr to the former, because bankn generally charge a 
higher frate of interest on loans and charge interest'on 
tk:\ foil ah*ounts,t iintjJ the loans are ivipaid, Banks 
gV'isevatiy charge a higher rato y interest on a cash credit 
accoimt on :ni overflral'i account, because the 

coil a h‘ml of commodities obhiiricd for the former caTi- 
tiot be st>Kl us eusily us that of huials and shares obtained 
f^u'^tfic latter, 'rbc rate charged on cash drediis is usually 
2 [)cr rcjit, liigticr tlian^rlu^ Ijjink rsih^ f 
:h Rates in the money market,— In* Knglund, which 
has bc^^n the in tenia tional Muirce and reservoir 

tjf short-terfii and kingdcriu cupilal, titc long-lerm interest 
rale, as delennined bv the vicld of consols or lirst-clasjs 
del>cTitures of cDm[>anic.s. has been always higher than 
the short-tonn interosi- j:ite, as fjuoted for three months' 
bank bills* The .Ujirne has Ijcen true iii" the IhS.A*. also. 
But ill Indivj-, the relationship between these two rates 
*hus usuat!^ been tlie revelse of the above normal relation¬ 
ship. Buring tlie last 110 ^years of llie ceniiirv, the* 
&liort-tcrin rate in India was gene rail \ more than 1 per 
cent aboVe the long-term riltt;,, as defermihed the 
yield on per c<5i^t fbwciniiienl seenrilies. Tliis excess 
has dimKas*iied during th.'r presetii mitury, especially 
since th^. tfimt* World War. The causes of thisi'' pheno- 
iiietwi have been as follows :—Tn India, the largest de¬ 
mand fo.' short Wrni funds has arisen in coimeotion w^th 


‘the needs of ag'ricultiire. But, such finai\ce is short¬ 
term finan<^o on!v in nai.ne.'' On uccotint* of ,the lad: of 
orgajiizatioi\^ Ih Indian agrioviUnre, the *'projK>rtion of the 
loans that have ^to be vuneyi^ed is sq^ high, that all the 
loans.are regafde^d as !ong-te^'m in essence. Itoreovcr, 
the cirtk of default Ixis been much Kiglier in t^ie case of 
Such'da<^ns»than in that of l5'ng'‘teiMi‘investment jn 
flecuR’ties/ 'Hence, higher rates have been 'charged^ for- 
'theiR. These rates Jiave influenced other .rates in niral 

■« “ fei 
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areas and ultin^ately the sdioH-term rates in the or^janwed 
iTionev marketVin Furihfr, foreign fundis ha’^ 

been easily available for lorif(*ternt ir^vestinent'in Tfrtiia, 
tliei^hy lowering the long-term ra^e, Init liuve M‘}>t away 
from short-ienn investment, in s*|nte (>f IM liiglver wtes* 
owing to the above reasons. The orj': perilxln (luring 
wlueh the sliort-term ra^e in India •fell Jjehm' the 
one, were the earlv nineties <if the last eentarv, ary] Sie 
early tweiuics aiul thirties ai tfiis eeiitur;^* Thv. reawni 
for lliis in (he iirs( period was Ihiit tmorimncs itrifxirts of 
silver on arenunt of a heavy fall in rupee t^Krllimge^ led 
(o alHindanee of easfi wdth'the l^inks, tlrc^reljy depressing 
tfie slH>rt4eT'Tn^'jnUe* In tfie st^ernid peiioth the sJime 
result was brought about by llie inflalion of note issue 
by f fovcrnipent for financing the •^vliije 4Jie long¬ 

term rale was 1efnf>orarily fonred up )>v I he rxreptionah 
<leTnand for ihe siivings <jf the puldie on part of 
(Tciverninejit, in cfumection witli fhe WarT In tlu^ final 
I>eria(l, the shor^-texm raU‘ eollapsed on aecount of the 
(heat IJepiessioif.* * * * 

To turii jo, rales paid" on di*|> 0 !sii(s by batiks. In Eng¬ 
land and t!v' IJ.S.A*, all bir^Ss liii\e lieen th% 

healthy piaeM><V>f paying no.wirerest^ on current deposits 
because, tirstlv* ,tlie necessdv of earniii^f interest would 
hay?? laHupidled them to invest (lie de|«}siis somehow 
even during periods of ahiek jtade;*and 5?eondly the 
total ytjhime ol* fhesft depr^ftrt^s would have^bden hardly 
increased by the offer of iiifer«st, as thf'v^apff regardod 
l^v the as a financial convenience rallinr fiian a 

pj-oStuble investment. FSut, lu Indfa, all the bankja, 
except tlie*rni[ienal Bank.Jiave been paying interest oh 
cifl!'pent duposi^.' Until the Wreat ^!)liprcs^«on of 193GV’' 
they paid and 2 per ceiif*in*tlie liusy anfU-slack sdalon^ 
refi|)ectively, Thi*? was nearly naif thei yield (Ai Govern^ 
ment Securities* I^anks could offer stick a high induce- 
meVit, OT* accounH of thg abundanee*o/ high eaf'ning 
in^ India, pi^tice ^vus a s<3uree* of* VSakne^s 

* * * ,^**4 ■ 

SFor II fill! tU^-Mfl<iiivn fif Ihia prtiliJt*iu, we MiirAtijftn,Brfut- 

‘trtff f(f hidiCf pp. 3S-5fi. “ * * * ’ 
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to them in the long run, especially as a large proportioD 
cf their assets were not quite liquid^ op* account ot the 
abssi^ce of a market in call loans and'first-lass bills. 
In 1931* the banks reduced the rate to 1 per cent* later 
to 5 jper cent, t nd during the second World War* with 
its plethora of tui^ds, to } per cent* It is to be hop^d 
Hie;t will sochl abolish it altogether* 

,dorerniinin^ the rates of iixed deposits, generally 
tor a vear, baukn have to lake into account (J) the returns 
on other investments, e'^po<'hiJly 3*J per cent Government 
scourittes, *(2) sufitciency of tlic difference between fixed 
and cunTUl deiK^sii ratCB to ^yimpensate lor the loss of 
availability ot the fixed deposits, and (3) the rates prevail¬ 
ing in tfie inui'ket for hliort-term loans. The rate of 
interest tix+V, dipjait^ may vary from the yield on* 
‘tfoveniment Kccunlies, areordmg to the condition of busii 
activjrv* the iisk of a fall lu the value of the securities 

V 

and tin* jjurjX/fics for whicli the deposits are held* 

In F*ltjgl;ind ami the deposit rates are related 

<0 the bank rate, being 2 per cent lower than the latter, 
and the othei; lending rate's are then adjusted to their 
ei'OTifinne Ivt els* ihi(, m India, the rate on demand loans 
ot tlie Imperial Ihink llie muiiinmn Tetuni on short-^ 
term advances in the welborganiy,ed financial centres. 
TJie mte^ charged by other banks vary much according 
to tlic areas m whjeh operate* and the kind of busi¬ 
ness on ^\hJth thev can coucontruL', m accordance with 
the comptlilun that tliey have to face* A few of them 
can e^'.rn u I'casonuble pn>lit by lending at rates only 
slightly hfjiher tlian those charged in England, rhile 
others cannot* Hence, it is clear, as Dr* Mvranjan has. 

anted out, Miat j^hc Indn-Ti l^aiiks do not form a homo¬ 
genous gi'oup and consist^of different types** Their eom- 
pion form of organization conceals considerable differences 
of quality. They have, therefore, been ^offering deposit ^ 
rates which have varied subshmtfally from each other* 
and haVtf had no definite ^conncftioh' with'" the Imperia! 

“ « j * 

' Afc tcm Banking in India, p* 00* 
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Bank rate Reserve Bank rate* Some of them 

have even offei'etl high rates in order to attract larger^ 
deposits from the public. • ' ** 

VariatioDB in deposit rales in ffilfereTit areas lu the 
case of banks doing differejit types of J>usine3s ate Ifb- 
avoidable, Buf, viiriatious resulting from unHealthy 
competition among banks .are a sourfie oh to 

tile banking system* I>i\ iJfuraiijiui luis rigjitly jxHfite'il 
out that uiiecononjift dcjwisit Vates offered bai^ks lead 
tt> risky business and harmful banking practices, * Tn the 
advanced Western coimines^, banks fix deposit' rates i>y 
agreement* In India, reguliitfon^of de[Wisit *ratos, effect 
five and yet elai^ic enough to attract all ial de¬ 

positors, win gi'eally !ie[p the proijrcss of banking. 
I)^. Muninpm Iulm, therefore^ siiggesfed tluft Ipdiuf should 
b6 divided into a j> umber of thieW, jnarked friun earli 
(>ther, by weibdefined tinaneial needs and charadlgnstics^ 
that banks in each circle sfitnild be assigned to one of 
flir^ee «r more according to l.lfciretype of business^ 

and that eaf-h class should lufve a maxijnum rate, wliieh 
banka belonging to thitt class not exceed,' , 

As regards't he rates cfiarged by the baiiks*m India^^ 
the only relationship that existfi'bctweeji different money 
if\tes IS du&to basic ecfuiouiic conditions, such as genei^l 
shotttdge or abundance o? funds and sc;^tsoniiI,variations 
in the demand fo^r them* Tlie^doAnite relationship, that 
exists between them in Xha money markets lt«3*advaTiced 
Western^ countries, is absent in Bidia, and t/ic.*tjank rate 
liat had muKh less imiwrtajice in the Ijvlter thi^n in the 
former. This is due to the loose organization of the^ 
Indian banking s'*fttem, lack (ff a senj^e of‘common in- 
teresti in the banking comijjuuity, absence ftf an 
live central currency and ciedit Vaiifcliority aftd ^obstacles- 
in the iqovement of capital ft'om one part of the country ■ 
to another. In l^e- Western money tnilrketa, bjT con- 
yentfon al^8 ^r^emeipt^ definite margiaa between 4iL|(pren|j 
mkrhs^t rates and tne bank rate are establishe^ij, according 
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to the ooHtR oi' (liffereiii kincis of invest ^nents of biiiiks, 
Vo juj avoid unliealtliy (^oiopf^titioii/ tlieriK 

TftttSj iir the ij^^ndon luonov rnayketj^ in fiddiiioii to ca«h, 
tjie liqiud iLSE^ts of banks f-oiiKist ehiefly oi’ hiUs dis¬ 
counted. and 'inoney ill c-ill or sliort notice. Of the 
lattepj tiiajoi;^l>firtioii is lent to the discount market, 
for a \k- for a week, a^'^aiiist bills ucciepted 

l>V r<rst-<dasH banks at id fiifance houses, 1'he inlercsii 
charged on c'^11 kjans is io<.v, arid that on loans given 
h)r a week is I pt^r cent less ttiau tlie fnink riite. 

The hrarktM rate for louris in tlie .fjondon nicaiey 
inarkei is llie rate char^'ed loV Imns given to hill-brokers 
for a wenk. resoujees of the hil[^hrokeas for drS’ 

counting hills aic rnadc up of losins given hy the banka 
at call *.r short Tiofict' ami Iohiih given hv htniiv(*u lioiiHes 
iintl nnni'liants, AVhitlevta' nioiic\ is uoi lent l>v fh^i 

•m 1 ^ ^ 

bunks tortile ilist'ouiif. market at cult nr shtnl. notice, is 
lent liy tlKafi Ui (i[>eratoi’s On Hie stock exchange for 
rinaneing the hitler's foilMigddly set den iin its. If the 
discount iiiarkoL loi' any rerson (taniidl obtain siififieient 
funds from I he banks to lilnnKC the hilts, the fnll-fnokers 
'ruuke nir^ihe didieiimt'^ hiihei^ liy discount nig approved 
bills at tlie Ikink ,of l^iughim] at ific lank rate, wbicli 
isitbe oflieial minimum rale at whicli the Hank is pre¬ 
pared to discount hills, or by .xc<-uring loims from- Ihe 
Rank at i'^per <'dnr hij.d»er flian llie bank rate. 

The caihdrtiojis of Urn money jjia>kel ih judia ip'e in a 

inai^kcd (^irtrast to lhos<‘ described above- There is no 

1 

eonvUntiion or agreement it) determino Uie different 
hi reliLti'Ui to tlie bank rate, and the indefiniicness Itub 
made it difticLiif to decide njion tlie best lines along which 
credit instruments 'and practices siiould *bc .developed. 
Htdck exchar^ge oj^enitioos^’seidoin play an important part 
in the dltsiributiou of the rcstunves oftthc various banks. 
Their (holdings hills are never large,, and thrive that, 
held ate regarded as u definiie inv\;slinent^ and'are 
f4^1dorh' I't^difts’ounted, A(\ expltyried* btfohe,\the export' 
billa tave to' be immediately sent out of India for ae( 5 fep- 
tanci'i and are retffsetunted* if necessary, in tfaeM^qtuten 
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jnatlift, ^ud import bills are held by the exchatigi 
bank.K imtil thfsy rnatdrfi. Some of tlie inland ^billa^e 
into tlie liandw of the Tm[}erial B^nk through the indi 
geiioiis bankers, but owing to Sie lactb of wareh^ua 
receipts it \s ditticult to separate iniatiA trade bills repre 
sen ting the irAm^nrieiit of goo<is inteyiifljy frtuii finangj 
bills drawn merely to rsiiseTupds, and a proj^erty organiser 
market for dealiTjg in hucIi Ijills docs not oxist, * 
'J'he bank rate in Western countries ft the rate ai 
which their tVntral Banks arc prepared to*dmcpunfc first 
efa-sK trade hiil^. But the Wank rate in India until 1991 
ineant the rate :it which tlu^ 1 imperial Baltic was reacB 
to give (knnaiKr Inann against tJoverrmienl securities, 
•^riie fnovelneids of this nite had [yc*'e ^'oiiiicction wit! 
tjjo Ifia/f nf>eValiorrs and exefiangc fKdifv of Wovernmeni 
ami its lialancirs with the Bank than witfi th^ require?- 
men Is of trade and industry. The rate w'as>if ten •lowered 
wdien (ifAcniiMcnt issiied a loan,,and was stinietimes 
raiscd*lo tone up if-dull exchange. A v(^duction in (Joverrv 
nient halancf's with the Banl^ rcductu? (lie fiunk’s cash 
[HTfcjitage, and compelled it tfi niise its J^his waw 

the result of I he [>i>werH v^dlic^^ fhn'eniment had- ^wlei 
the Imperial Bank Act, owifig to il's rcsiirjnsilnlity for 
trfic ^iianagenient* of the <jflrrency. The bant* rate was 
tl^Ts a hue indjcator of ftic#Ccisli position of U#e. Iinj)erial 
Bank, and ss'as #uit always aj'clfiible index conditions 
in the Inonev market. • * * 

Aw the s^^ciirity Jtllnrded by (roverninenfc aeciuritie^ was 
af.lqijst as l^rood as that of first-class tiiiide billii, the Im* 
j.)cri;il J^auk rate fihnuld have been the low^ewt rate 
whiqli Joans t;i>uhl be oblufuej from tlic Bank rigaii^t 
Goverjnncnt srefirities. But fUitually tMe dntperial B^nk 
hiindi rale, i.c. the rate at wJndh if discouiTt^et^ or rediw^ 
counted first-class*l>i!Is rixifiing for fil Mays or less, was 
' Homptimes Jiighd^ i(nd aometimes (jjw^r'than* itH'M,9iciHl 
•bank rat?, *jJtl^ilghih(fre was a cl use* connect ion .bfltweegl 
’{he'two, ^he same is "tnie of its dernandVo^^i^ 
relation .to its hundt rate. Moreover* the bazaar 

Cue j'ates* charged by indigeitouffbanJcers for dUAunt- 
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small traders' bills, differed from tl^j official Imperial 
rate, and still differ from the Eeserve Bank rata. 
The bazaar rates am,different in Bombay and Calcutta, 
an^J in Bombey city itself the rates are different in the 
Gujarati, Marwari, and Multani bazaars* The siiliul- 
,4Bneou3 existence ,of an interbank call money rate of J. 
por cejit, u hundi rate of cent, a bank rate of 3 

pet' cent, a Bombay bazajj^ rate of 5 per cent and a 
Calcutta 'bazaar rate of 6 per cent shows a substantial 
filug^nshnews in the movement of credit between the 
diiTercnt monev markets in India.^ 

Tlie cii\\ moTtey rate js the rate for si^^^plus funds need-* 
ing eiiiployincrit J'or a minimum, period of 24 hours, and , 
call in;^nry repjY’ible at the opium of both the bor¬ 
rower and the lender. But tfie bank rate is the rtiie 
diarged /or the u.se of funds for a definite period, and 
loans agaiTiH"^ .^ecunticH at the bank rate ai*e genoralJy 
repavable nt the orjtitjn of IJic borrower onlv* The call 
- nu>ncy rate, theiofore, sJu^uld be h>wer than the bank 
rate. In \ycHtern countries the former tends towards- 
deituui4jdc|>owit or cmrront account rate, white the latter 
"dehOLtis i\ Icluiing rate* as tfie supply, of currency and 
credit is elTcctiveiy rcguhited by the Central Banks, which 
witiulraw’ surplus funds fnmi, or supply additional ^unds^ 
to, the jrffXikct ns retjuirod.-^ J^ui in India, during the 
slack scariim, sometimes money cannot be lent at any 
rate in iht^ -absence of Government treasury, bills, and 
in the busy season it was not H>metiiues uvaiUble even 
at the biijk rate. 

’ Tlie cau»t^ of the difference between the b^nk^rate and 
the bazaar-rates is the’existence of the European or 
cefitral and^Jtlie Indian or bkzaar money markets. The 
proper cc^nneetioa between ^he two markets would be a 
continuous supply of trade bills endorsed by reliable firraa 
or dk^uunt I mouses, which would keep tnemselv'^s in close 
fbucK with both the markets, and which'; oli the one hanJ^ 
wouM the needs of the merobants who rely upoD 

i ", 

■ ‘ fifee CePtral Coiaiuittee Beport, p* 400. 

- < - ■ ' 
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tlie elastic of^the bazaar ftioney market, and otf 

the other, would benefit from operationp in the ceift^al 
money and discount markets; but ®uch a connection does 
not yet exist. The aim must be to tiftobilise all*4;he 
floating funds of tlie country, into vvlf|cli bills oan find 
an entry with* a minimui^i delay anA a nmiimujn into*^ 
volition of middlemen, and* the Reserve Bank of Jndla^ 
can render valuable scrvicei in the realisation' 

-of this aim. The absence of a fixed relation between 
the deposit rate and the bank rate is due i<3 the jjoor 
organization or the money* market in India, the ^yuni 
organization of on modern lines can be brought 

about only by the Reserve Bank of Indict. 

4. InelaBticlty and Instability of thl^ cioncy* market 
and suggestions for removing them.— Aiintlicr charac¬ 
teristic of the monev market in India, until ^economic 
depression became severe ha the country 'in lOJi2, was 
its inelasticity arid instability. Th^ fluctuations in tlm 
bank rate were rapid and Wrge* It Jell to 3 per cent* 
during the al»ck season, and fuse up to 7 lor 8 p^er cent 
at the height of the busy season. The jipKifllUilit^^mf 
'jincertainty incueased busm'a.'^i risk*, imposed serious 
hardship ^pon the business community, and checked 
industrial development, *which has been dewndent, to 
a considerable extent, u|>o*n furfds i)orrow^ed for short 
periods, Agriculture *and tra^de in the infejicfl' sufFered 
more than busiiiesa in port towms, as the*latte,r* was in a 
better position to pay high money rates, so that the “ 
hdght of the busy sea&(m money was drainc^J to these 
ventres,* and th^ banks wjjie disinclined to do much 
business in tBe*interior, in oMcr to feaye 4he bulb of- 
their funds at the port to*^ns.\ The cause of the 'iii’t 
stabilit;^ was the seasonal fitringency of monfey.* The, 


• * • 

‘ On scc^uat of tbe ecoiumic deprivtaioif thp Toiperial rftCa 

Vfinftined stoitiobai^ 4 Iwr cent fronv 7th July 1932 I3p Febrl- 

»ry. lodT at Q| per cent Trom IGra Febmaxy l03S#iif)^o July . 
1935^ Beftem Bank aonouDced Ita 6rst official baui: rate^on lih^ 

July of 3^ per cent. Thi* was neduiAd (p *3 per root o.^38tb 
^ovember^ 1936 and 4111 remtiDs at this level (Hay *. 
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iemund for raoney daring tlje busy srafion, when*the 
fjollpction and moveinent of the* harvests liave to be 
financed, was aonorrr^al owing to the predoininance of 
agi;if^ultnral prt,.dnction in India, and the normal volume 
of currency proved influflicient to meet tlie demand. 
iKut the same volujiie became excessive chiring the dull 
months of the summer and the monsoon, when ptoduc- 
'tive activity 'of aM kinds n;aH nccessiirily restricted l)y 
unfavourable weather conditions. 

Until the Ini|>erial Rank of India was estahlislied hi 

19*21 j Governnient inaintiiinej separate and independent 

treasuries ^which witlidn^w from cireidslitni and linked 

up large amounts of moiiev received as' revenue, at the 

very titpe wher mm? funds wore noodod for fmuncing' 

. Ibe movement of crops, and tlius aggravated the seaaonvil 

Klringency. frovmiuncnt finnnee was IIujs cmupletely 

divorced front the monev nupket, and tlic^ lafUn^ was left 

to find its own Ksvivnt'on. From 1921 most of tlic (iovent- 

-inent huiances w'OiC kept \vi(h flic InifTcrial Rank, Vhich 

gave the trading rommuritv their use until'thev were 

required hj- Gewerurnent. This lielped to sdleviate the 

striu^Ciiey to souie oxtmit. The Oovennm'nl of India ^ 

and t-iie Secretary%>f State, however, ('tjntinu(?d to do 

imicpendmitly a substantial lu'iiount of banking business, 

and this p.oduced at tunes eongiderabic disi urhiinces jn 

the market. * 

♦ 

The ernx^of the problem was the absence of a bank 
^rate policy'duc to the fact tJutl, uniong the great trading 
countritR of the world, India was the oniv nnmtrv in 
which a dual control was exercised <iver ciirrencv and, 

, predit. (’fovernincnt cont^’olkxl currency. The fm^verial 
" B^ink controlled ^credit to the extent that it w'as con- 
frolled at ali^ Divided oontred meant divided counsels 
'and failure to co-ordinate. 'Tf production and trade 
mcre5i&, ti'e demand for credit increiLses, but the ability 
of the.bsJ'fiks to siippJy it depends IkrgoIycapaU'the ampunt 
of curremjy in their bandst If the amount is insufficient, ‘ 
tlieyjiave to curtail credit, and this in turn curuada the. 
c^thitics of the prodn^rs and traders. There wag, thus; ^ 
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no connection India between insue of paper cut-** 
rency and the need oF the public to f^et their* bill*4ir 
commodities converted into media of exchanf^e. • 

The Imperial J^iink had same of the privilej^e^ uL a 
Jte^rve l^ank, mvh as a free use of (Sov^rpmctU bsihuices 
and a [portion of the liulanoos of tlic wthoi’ fuitdcs, hut i>“ 
did not perform the UasJc a RnstTve ikiuk. iieing 

a coimnen-ia! I>ank, ai>d Iiaviii^j^'no n'SfKami-* 
hility for the supply of eio’tem'y, ii liad uo stimulus to 
keep such hir^t^casb resiu ves during t.fie sluoki^iftisou us 
to be able to meet the stiihgeney tif money during flit^ 
f)tisy season wit!h)ut raising the l^ank ratc'tmduly. It 
invested large aiiKunits in CrovonmiciU Kee*vir'th'‘S, while 
^rade arid’ ii^dtistiy had lo pay (*aie^* owing^ (o ihe 

riiusiug of the hank rnte*^ This dual control was a 
finidarnenliU (Miiise <jf tfie luck of elasticity amk stalnlity 
prevailing in tlie Jiionc' murker of India, until economic 
depression hceatry^ si'vtnc in ]\\fV2^ Tlic rdasticlty irf 
pa|)er cnrroiicy IjUffed on (fo'^^irmiiriit securities was very * 
lijaited, l>ccai^e itic aiuouni n)» the latfcT tlutl the lianks 
(amid hold Tjaw not f|uif'kly c^jfpansible, imd *|^xCc:nJse it* 
‘\va^^ neither easv for them sj^lderrly^ fo liljuidiitfTTTioir 
fieldings in the uecunties nor flesirable for (rovermiuyit 
tha| Jihey stiouUl do so* ,Tfic dr'velopinent of the de|^>sit 
and cheque syfitein also [ms lioL h^"iMi co'^niiieif??lirate with 
the elai^ticity needed f5y tlie Furtifer^ (Invern- 

rrient exe*‘ciQed a larg<‘ eontiol ovan' tin* Jmnk rate 
thtough its power of cxjKnidiug and contra<‘ting currt'Ticy, * 
rate depended to a considerable extiuit ’iqxm the 
“supply (if currency. Ciovermmmt could Jiift he ffi-privcd 
of &jB control Tnvr tlm hank uml Ij^eju^iiey markfit'* 
so long the managomenV (jT.tlie eurreruiy coutihiled, 
to be in its hands*• ^ * • ' 

. The fnehisticiW syid inspibility Uie*nionev roarket 
yvaR*"a-lso ^ue to uie fa^i lliat theref ^vas no udobilmttOD 
r^¥ierves**t)if tTic t>asif^ of which a credit*l>o^if^^■^*<‘oul8 
bh *piade effective. Under the prevailing deidiitililksed • 

‘ t » \ ^ 'V^ - * 

See Foreign EspejU' Bep^rt, Central CkM^nuttee 
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system a!l the baiika kept gepaiu/e reBervesk The 
correnw reserve, in tlie shape of the Paper Currency and 
<Told ntjindai'd Peseives, was locked up with Govern* 
fi?ant, Conse^iuently^ these reserves of the country 
(^ould'uot be iisfed to the fullest extent for the building 
^,ip of credit, and rtieir capacity to carry out their function 
of ^stabilisation most ecor^oinically and efficiently got 
reduced. 

To remove those diihcuUies, currency and credit had 
to be <M-ordinated, and control over both Imd to be 
.[)tarod in the bands of a sihgle authotity. Government 
eoiild not tm that authority because, jfiot being engaged* 
jn hanking, Jt could not keep itself in close touch with- 
trade i^ind industl'y;'and could not posses^l an adequate 
knowledge'of iheir varying needs for currency and creciit* 
Moreover, the working ot the Government currency 
mechanism tvas slow, caotioas, and not quickly responsive 
to sudden changesj and this might have produced dis¬ 
astrous resuhs Tn an emergency, vfhen producers hud 
Traders might liave urgently needed additional cash* 
The cotK'. oiling authority, therefore, had .to be the Be* 
sei’ve' Bank', wdiieh cai^ readily adjust Ihe volume olf 
currency to the needs of production and trade, because 
it can bat^e the circulation of'its notes directly on business 
transactioMs by jssuinj^ theiO in connection with the dis¬ 
counting of bills of exchange, ‘ ' 

Tlie ifeserve Bank has also done away with the sepa- 
ratiOT of* currency and hanking reseiwes by concentrat¬ 
ing tlierh in its hwn hands. A centralised ayatem-, with" 
a single central reserve, enables the Reserve, Bank t-o 
keep during the slack 'season a highei percentage of 
gtfld or fiterlihg'^ reserve 'against its notes than that re¬ 
quired ty so ihat, during the busy season the 

Bank can issue iqore notes fo# financing the movement of 
crops'wdrhout increasing the ^eaerv^. The ^ supply of^ 
additiorjal currency by ,the Bahk 'og^HEfet "proper oovf^r 
hficofties- automatic, and there is no need to raise the'rate 
of discount to a pei^al level on this account. The ^j&sten- 
eiiiii ,0f banking" facilities thrqnghont the country that* 
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is being the Beserve pank will also increas^, 

the rapidity of tHe circulation g( money, and help to pa¬ 
rent the recurrence of seasonal stringency* Sucji strin¬ 
gency is not inevitable even /in a ^predominantly 
agcicultural country, and it has been ejffectiveiy relieved 
in agricultural, countries like Canada aiid* Austraifa by ^ 
sound banking organization* Final!/, Uove^ami*ut has 
secured the close co-operatihn of the Bese/vc Bank in, 
conducting all its borTf)\ving*rt|)eratinns ari^l other bank¬ 
ing business, and tliis will effectively check a recurrence" 
of the adverse of tiiege o[>erations u[k>ii flie money 

market* > , 

5, Influence of Government on the money market*— 
J'he creation of the Heserve liarik hai^, in thonry, ended 
tijp direct infliicjice of (rovernment on (he rtio'jcv fnarket* 
But in priiCiticp its^ ififluciico on the Heiferve Jknik and, 
through the Bank, on fhc money market is large * because, 
in addition to the tiistmical reason explained in the 
previous seclimi, iroverjjment fuis Ti considerable voice 
in the coTV%titiJltnM of tlie ^.lank's ("cutnil Hoard and 
nominates tlio Bunk's (hiveinor and Dcjnifv (tovenrors^ 
on tlic recortiniendatiiiiis of tlio Central .Hnurrl j ..T he 
prewiit (jovernoi-^ ;ind liis pre^feessor* wtjre lucjubers of 
the 1*C.S. , The stale of Covernuicnt hulances,however, 
no 1(Alger influences the fimney market, long-term 

borrowing of (lovernmenl alwj do^!S not do wj. It affects 
prinjiiriLy tile capital market. \t nniy be fliat large 

issues of ^Treasury bills liy (loveniment *niay harm 
genuine borrowers in the market by h>cking .up large ' 
badkftig funds in tho bills* But the borrowers need Jiot^ 
fluffer, becaflse ti}^ bills can, be readily discounted with 
the^feserv^f Bohlf and need not*reduce tiie*l(Aiding c.ajja-/ 
city of the conimercral banks* If the borrowing policy of* 
Grovernment is weak and fi^>fltating and »the tecRnique of * 
borrowing unaomxj, Ciovernment may oSei'higher rietes of 
interest onitj borrowjngp than are necessary, and therebij^ 
the bbirowers in the capital and mdiiey*markets 
pdy’Jiighe/ rates* But in fact, with the help of the* RAerve. 
£^nk^^GoverAment hag adopted^ sotin<l loan polic^^'^dr 
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lowered tli^j liites pyid nti tcJ borrowitigs'and 
be^i^fited otlier borrowers. A mm'ukI trchni^jue includes 
fikilHil fjtpen niafket o^emtioiis, when nccesstny* Govern¬ 
ment posses!ieaithe yx>sl uffk-e sjivings, tlie railway renerve 
anS depreciation blinds* tlie pnevident fund and the 
]ytlern[>tion fiiiYd*, which i1 vww siiccessfuEy uwe to rii]i- 
port iiA' loM) 'operations. IJidaily, the remittance ])ro- 
'granimc <jf (dnvernnienl lia^ hccn operated tl^rongh the 
Restsrvc BanU which has been pnrcJiasing sterling from 
the hJx^lvjnge Banks under tnvoiirahle conditions, aaid 
making it availahle to Govurmneat in Vjotidon for the 
payineni ol'-tlic Honic'idungc.s. i.(\ .sterling obliga¬ 
tions of (hn erinueiit* 7'ho 7h's<nT<j ' Bunk has been 
sncccssfnJ in pcnvfnting tile defetorroiis influence w'hich 
the roniittu^ace prngnmime fonncrlv sometimes produced 
on the c^trrcncy and cicdii (conditions and money market 
in Tndhj. « n 

6, Scarcity of commercial bills in the money market 
and suggestions for removing it.—AiiAifier chfiracterit;tic 
of tlie inonev nia.fket in Ifjclia is the scurcitv Uf coinmer- 

q P'* - ■ 

»eial 1 tills excharige, wilucli form ii Jiincn^ smaller pro- 
pt>rih/Ci of the assetis oI the banks tp India than in 
Western countriej*'^ In recent vears, the value of bills 

f ^ " * 

discounted hv the scheduled^ bunks, including thtv Ti^t- 
perial Ban^, hnt ttxcluJing ike exchange banks* lias hVen 
beiwotsn aod h per cent t^nly of tkeir total depositjfi. The 
flcarcity is hot^dae to the igiionince iif Hjc pufilic'regard¬ 
ing^ tluvir'utility or its reluctance to use them, because 
daruhtini 'QV muthlafi liundrs, i.f\ demand or tiinc^biJis, 
have been in use since, the 12th ceutnry* The, scarcity 
is the resul.t of the following causes:—' * 

<hj Burikj^ in India have •'preferred investment in gUt- 
'edged securities pwing to thp need oLkeeping a stronger 
liquid,, jKisition ,in, India than ^ in other,countries'having 
more de%'eloped baBking aysteips,' afid owii|g to-" the 
'better^yjpld/roin these ^curities* ThteVidld, however; 

r ' ' ^ 

. * €f. Foreign Repcirt^ Central CVMiunttiGe 625 
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liasi now ^easecj t-o higher than that from dificouiVtqi 
bills, and this,A combined with the gradual ^rowtj^i of 
|jubiio confidcnee in the bankfj, will in the cours^^ of time 
load to a reduction in the banhs^ iiivej^tinents In^^dlt- 
edpfed securities. ^ 

(2) Banks jii need of hutds have p/iferred ofetaining^ 
loans from ilie Imperial Bank against (ro vein nitwit hgcu- 
rilies to rediscounting their bills with that Barik. fut; 
the fallowing reasuuis :— ^ * 

(i) While that Hank has l)een rediscoanting ojily those 
bills of whtciv it approvey, it has not hud down any 
standards for determining such bills for th? guidance hf 
the other f>ank^h with the result that the fatter have 
had to run the risk of having the bilb; pres*eiited by them 
iyr redisonuMtiog rejected by the former* * » * ^ 

* (ii) As mvU rodisc-^iunting has been regarded as iwi 
indication 4jf weakness l>y the money market, \he banka 
liave been afraid tJiat it would affect their credit adversely 
in tim market* * 

u I ' 

(in) The InijKiriul Bunk hUs not givan the other banks 
ruiy concession in the rate of jjlscount, but l^ag cbargei 
them tlie suCtiio rate that it has charged ordinaf^-hidi- 
■gertmifi bankerH* ' ^ 

, XivJ As the lifiperiiil Bunk lias been a coiApetitor' in 
coMifnercial banking, the/oifjer baulks have be<vi unwilling 
to divulge to it ihe tayitents their bill jx>^lh}lios* 

(i3) The banks sometinics have dithcult’^s^hi ;iscertain- 
ing ilie fifiancin] standing of the signatories of billjs*® 
t»(4l Many of the internal bills are finance bills repre¬ 
senting money-lending transactions, and are not trade 
biHs drtfWn*in^re.ipect of particular business transactions^ 
ill gtiods on tlie V'ojiclusjon .which they ^ct automati¬ 
cally paid off. .But, by hxjking ut a- liundi, it ip not poe^ 
sible tty say whether it if?* a* trade bill or merely finaneo' 
pa|)0r* No ruiHVa,y* nr Wfi rehouse jeebipts ane attached 


t ' 


Mr. lVif'lik|iai]avi,’a^a"» Ct^atraL Committee Evideaee. 

Vtit ^U, 5. 50. .' * • 

^ tbto atat^meiit of th« Bengal Ghan^r'of CommercCp 
Conunttte« Evidence, Vol, 11, p* 480* ’ ' 
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fro it. In fact, in sef'eral province&, it- is chiefly used 
simfly ap a means to borrow funds or for remittance, 

(5) Tke vuid^lti hundi or usance bill has betiome ex¬ 
pen® *ve on account of heavy stamp duties, and has largely 
disappeared except in Bengal and the cities of Bombay 
"^■nd Shikarpur^ Tl^c darshani iiundi or demand bill has 
taken its pface, but on accoimt'of quick transport, it is 
hot much useful for granting short-term credit* 

(6l The negotiability of certain types of hundis is 
adversely vJlected bv tlie fact that custom attaches cer- 
ttMiL conditions to thenj. Thii?i, the iiihahjog hundi is 
payable only after as(‘ertainjng the titie and address of 
the payee* Jr the case of tlie jokhwi hundi, the drawer 
or holder, and riof the drawee, has to bear the loss, if 
the gocKis behind the hundi are destroyed or damagetf. 
To avoid these difhculties, dimnijog liundis payable to 
the lujl(lei\ drkiianhar Imiidis, payable to him who pre¬ 
sents tlieui* and printajog fnindis payable to order, have 
been tried, hiij the fii'si lias [Moved popular only in Assahi, 
tiie second onlv in BonibriV and the thirduiowhere* 
(li^Altlifjtij^lj the ^hirw;iri, Gujarati and Multani shroffs 
nnd ilic Nattukkottai (diCtties have specialised in the 
hundi buKincss, they have been genera!Jy reluctant to 
obtain funds from outside. Hence the dovclopment of 
Iiundis lins'^heen liampe'/ed by'hsolation from the organized 
mai ket for Miort-ierm funfis. 

(8) The/bills suffer from lack of standardization in 
respect of the vernaeufur and s<iript used, time of presen¬ 
tation ani^ acceptance, days of grace, holidays and pro¬ 
cedure if the bills are lost or dishonoured*^ * 


(9) The scaj'chy of bills is also due to the wide pre- 

.valence of tke svstem of cash credits, which is advanta- 

geous to ^he borrowers as wslj as the lending banka, as 

the borrowers need pay interest only on *h0 portion of the 

ciish^ credits that thfiy actually **ise, and as ihe banks 

can witfidraW the credits, if the AnancSarpo^iition of the 

borroivei^ goes down* Bills, however, should be^referred 

* j6' ' ' ( 

Munnjan, bit*, p* 197# 
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by both, becau^ie tfiey wouhl give^tlie borrowers cfirtaitiiy 
regarding a definite gftitount of credit during tli^ cujjr^ncy 
of the billfi, and at a lower I'ate, qrid because, wHh proper 
rediscount facilities, they woultt supply* the bank’j? .with 
fOofit liquid assets, • , 

(10) Since' tlie last War the Cejitral and Provincial 
Oovernments liavc beert* isi^uing largo quanfitiefi trea¬ 
sury l>ills. These otTer tJie a^vautiigeg of Jjfflt idity, definife 
maturity and seciinly, and do not need, any grading or 
eiidorsernent to increase their security. Heg^c^ te pur¬ 
chase them, Banks do not* need^ the elaborate machinery 
of a t>ill market, Hafiks, therefore* liave'been purchas¬ 


ing thein in large amounts, especially iis the Peaerve 
Bank is prepared to purchase the 4chediiled 

Jhaiikn, in case of necessity,* ^ 

In the opinion of tIjc Central Banking S^onimittee, 
Foreign Experts and most'ofclier experts, tlie organization 
of the l>anking ^=^ysteoi In India cannot be sound unless 
the use of comTfiercial hi Up is developed and an acf iviJ' 
and efficient, discount marked is built- up^ The Roaerva* 
Bank of Todia can gradual!y* bring about tbis deveTo;^-, 
^ ment by co-ordiyating the difjtfrent ek?Tnents of tflJTmoriey 
market, fstabliwhing a unified control of currency .and 
5ciydit* removing the existing prejudice of the other banka 
ngainst the rediscounting “of hifls by* o|>era*flng fully aa 
a, bankers* banft and^iot as sf rival institiitjop/and giving 
t-h'em detailed in form at ion regarding the billiiVhich will 
Ijp acceptable to it, and encouraging the more, prom in 
indigeyous bankers and their wealthy depositors to orga- 
• nize tficm»e!ves into discoupt ho^lse^^ under its protection,* 
r<?fli^ 5 un 1 fing*their bills as fteclv a-s^tliosc of member 
banks, and thereby linkiiig up the indigenous banters 
-And money markers with,the large cen^tres whfere surplus 
funds accuraula-^e*^, * * ^ ,* 

J'urthftrj^the me^e ipsue by the Ifeserve Banjf ad^-< 
"tionfel currency “freely during* the busy against 


. "rb«i.,*p. 1^, 

• ‘-Cf. Central Committee Report, pp 
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tmde bills, without raitring its rate Wan Artificial height, 
caa^atiun^Iate traders to take an mv;reasi^g advantage of 
this clieaj> and Uiost (X)iivenient form of credit. The 
Rese^'ve Bank 9^iould b*iy of rediscount first-class trade 
bills or ^promissory notes of member banks and bankers 
arising out of h'oha^^fide commercial transactions, at its 
publisLefi biiuk rate us the ^lov.est operative rate, and 
it sliould exercise its discretion to charge higher raten 
for clisnnmtiiig^^the bills of traders lacking bank endorse- 
tnenl, aiul for giving demand loans against giU-edged 
securities, so as to Htirnuiafe the use of bill.^ hy the banks 
and bnnkeis.* ICdiU'^itknial work should be conducted 
to ni;ik<‘ traders and producers real iso '*,hat they would 
serve tJ^rr (jwn, best by lull% disclosing their 

. true financii'J (>jsitiofi to their bunks, m as to create that 
knowledge ami (n>n fide nee with regard to the genuine 
tnnic clMrar^ter of bills ajid the finuiicial standing of tlieir 
sign atones, wbieb ar;e hulking in India in many ca^ses 
■at pr-esenl, bill vJueh are the foundiiVious <if lh<i bill 
marker in Westia o eoiint^'ies, esfiecially in England. 

' Warefiou,ses and godow.jis should be cstaolished under 
proffffT njanagenieid in dijfereiit parts of India, an they 
would fiolp I ho replacemcTiit of finance bills drawn at 
present bv* shrolls and merchants i)y geiuiiue trade biH^ 
^lccolu[>ani^id liy docunvents. ..and thereby extend the use 
of hills, as iJie latter would be prelevied bv tfie Imnks, 
The use of bilk be encouraged also by abolishing the 
.stamp duty on them, by keeping for sale in pout offices 
bill forms printed in English and the verruiculars, and 
by passing iegishition providing an expeditious procedure 
fot\dis|>ortjng of suits laised un negotiable instruments in 
places in which''hundl busi/^ess is largfe, validating the 
noting dishonour and protest by recognized asaocia- 
*tions of banks, shroffs or merchants, so as to save trouble 
and expense to'" the Qwners of hundis, Jud standardising 
the esceatial features of hundis aid theccvatom^ affecting 

* i . ' r * * ' 

* Gfy Foreign Experts* Report, Central Committee Report, p. 654 
‘ jiiifl/ihatler and NeuionyS T/w /ie#eree Bmtk oj /ncfi'ti itt Func-^ 
ttVriir, pU, 120 L, 

t ^ i ' r 
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Hiem in particular areas, so a?|to promote th^r eircuila- 
tion under wfell-deflned conditions- * 

There is much scope for extendin^^ the usfi of bills in 
several t-raii suction a in the country in wJliich they iv'e little 
•used at present* The divorce of ^^riculture, from the 
money mai^ket is an important weakness of the Indian 
banking system* Co^Fp<^rative godown* K< 5 toieties can be 
formed, cand cultivators c^n obtain finarice on Harvested 
produce by joining them and allowing them to draw 
usance bills on themselves (cultivators)* societies 

may then the bills with the central co-opiJrative 

banks, and the latter in turn Vitb the joint-stotik banks. 
TheTjultivatois can also obtain fimince on harvested pro- 
iliK-e by allowing village bankers rfo*(Jruw’ usance bills 
*011 thelils^dveR, The village hankers mav'tlien diflcouiit 
the bills witfi shmlTs, and the latb?r in tiy*n with the 
joiiit-Hti'ick: baukhs* Tlie joint-slock bujik*^ si 10Aid encour- 
the use of such bills, as til ex are the ))est nieaus of 
*prtwnofcing co-if^cration betwerm thcrtiselvcs and the indi^ 
gCTious bunkers. As the V^iltivuiorS' ability to pay 
bills wouh? def^end 11/Km 11*0 sal*^ of tlie,produce, 
dates of m'aturity of the lulls ybould be fixed appntxtlnatel;^ 
with reference*! o I he prohartle dale * on which the prpiTtice 
Vould Ite sold*, aiw'iiys frmiutaining u safe •margin. ' 
** ^With regaid to the'iisw of I^jUs 'm marketing finance, 
warefiouses li*^ense(l by lh*ivitieial Oovermiiimts can be 
established, and with their assislauee fiiie/^'iUage tradei's 
can creSite dtxujmented agriculturul nniJdatl hundis, 
•usance bills, wdiich can be accef)ted by tlie indigenous 
liankers recognized by the joint-stock banks or the 
^erve ^ 3 ank,, and wdiich eai^ later be discounted im 
central inoney market. Jii j-espect (if the movenumt'of 
goods from the ports to the interior, the conversion'of 
the open account credit^ that is giveri at present by com* 
mission agentAtofnerchants in tlip interior, into nille will^ 
enable the f 9 njier*t 5 *obtain credit from t^e Tpdtan joint-’ 
^eck batiks. As regairds tHfe finance of -fyisigji 
the ^daeirability of creating rup^e bills and prcpiotmg 
baiUcers* aocep^Bces has been considered m th]^ 
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on -exchange banka* Fiij^lly, banks sooiil^d prefer the 
investpq^nt of their funds in discountingt bills to the 
system of q^sh credit because, ua mentioned before, with 
proper rediscounting facUities, the former would supply 
them with liquid assets* This discounting can take the * 
forQ3 either of buying bills held by custoinei's or discount^ 
ing bills accepted by other banks-tfor their clients* 

'I. Sag^estlona for developing bankers* acceptances*— 

The development'of bankers' acceptances will prove very 
useful in bivldiiig up a bill market in India.^ The U.S.A. 
until hai practically no bill, market, butt the country 
has now a IngMy {levelopej bill market, owdng to the 
promotion of batikers' accejitances iindci' her Federal 
Rescrv'c system* /V J'iuvker's acceptance is a bill of ex* 
ehg.nge accepteif by n bank or him engaged in the husi- , 
noBs of gmnting bankers' acceptance credit. Under this 
system a purchaser of got)ds, on whom the seller drawa 
a bill of exchanget arranges beforehand with his bank 
to*,have the bill accepted by it, so that/Uic seller ean * 
readily discount it w^ith hta tjwo hank. 

A banker's, acceptance is ^iiiperior to an oixiinary bill 
of exchfH'ge for 4 lie following reasons 

It pi-oves to be a better security, ^.a^rrying as it 
Joes the guarantee of a bank and not of an individual.' 
Consequently^, another bapk is .more willing to discount- 
it and at a Jo>ver rate, fuj that t!ie,,dravtffr gets ready 
money and phrap money* 

^ The lending hJapneity of the accepting bank is 
much increased by the fact that it lends merely credit^- 
and not money and, therefore, has not to depend upon 
Lhq amount of cash with it, iFor the same reason it 
chargp*s,iv very sn-.alE^ commisaioTw for the service of accep¬ 
tance, so that its customer obtains credit at a small ex- 
■pehse. As the customer provides^he money at or before 
the ma]turity,.of the' acceptance, h) ig allowed to turn 
V)V03 hi 9 *JbiiBinesg more quickly* ^ „ i 

V 

See Six' Buim] Blackett's statement* Ceatral Committee Evidcbee'', 
Vtt], IT„*pp. 450 4 Bha^ter and Kemenyi, Tke Reftirne Ufliik d/ 
India ^U Fttiurpotu," pp. 
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’9 acceptance is^oaore self-fiquid^ting 4)aii 
ot^er ehort-tirm })aper, because the accqpting^ bank 
scrutiniseg carefully tfie transaction ofi which jt is baeed^ 
and offers all its assets as security for paying il§ value 
"on maturity. Por the same reason it is mqre readily 
negotiable and at a lower rate in fnarket. 

(4) Owing to its reiifly^negotiability. It Canlae sold and 
resold rapidly among a number of barrfcs and 'bankers, 
and thus proves very useful in connectAg the up-country 
money market with the central city* millet, and in’ 
w'idening tijfe money market and making it more uttifonn 
in a country.I * * ^ 

Banks in India, therefore, should gradually change 
their methods and develop acceptai*cc»q;'edit ag the safest 
form of ihnding crediL^ It will yield thdlri a lower rate 
of interest than the time-honoured system pf overdrafts 
and cash credits, but as ij xvill increase their leading capa¬ 
city to a large extent, with the growth of the acceptance 
-budneas, theif. prohts will not be r^urtiulcd. Acceptiag 
banks should he snppiemenied by a^x!epylnce associations 
of indigenSuB bankers wdierei^er tlie former Jind it difficult 
to eshiblisli branches. Botji must be I't^gistcf^^by th% 
^Eoserve BauS, which must control their working^nd 
regulates their' commiBsihn charges. • ^ 

^ It will take some tuiie*to develop*banke!«' aoeeptances 
among agricaltiitai pmdu-iers owing to*Uieir illiteracy 
and'conservatism. But a beginning oiioV!d#be made by 
organizing them into co-operative sale socidticK,-or if ttis 


' t 

(3) A banker 


*1!^ found*difficult, into temporary produce Bale societies 
for the busy seasrm. The societies will draw drafts* for' 
^ccep'tance the banks c^r acceptance ^associations *pf “ 
indigenous bankers, and^fuinish security in the-form of 
produce stored jn warehouses belonging to^ district And ; 
talul;a boards banks, Government orjthe Resei 2 ;re Bank/ 
apd reguIatedSy the Eeserve Bank! • ' * . 

So i^* the ^Eeser^e Bank has %ot bopn able to iake 


t 


^ ’ Be«^DaS«ch»D]i, A Resume Bank for /iwiia and (fe Money 

JK t i • ^ * , 

' ^ See Bomb»7 Conimittcea 
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any effective stept; for jJeveloping a' bill' mairket and 
bujikers* uceeptances* Moreover, Drr Murrnjan h doubt¬ 
ful wlietlj^r this development; can be brought about in 
the near future, tyul the icaflonn given by Inm appear to 
have good ftut>atancn. They are briefly sis follows :—' 

(11 A bill msH'kot irt not the only connecting link be¬ 
tween credits debits and bet -veen areas having sur- 
|iluses olid defic'ts of funds, in many countries, banks 
Jnive tended to sir^>plinit ibe bill market, with their growth 
and iucrcaHe in ihe nnniher of branches. In the jiast, 
bill Titoirkets were developed in .those countries in wliich 
the banks wortt liigfily lortilisod or were not ailow^ed to 
establisli brandies. But thest' conditions d( not generally 
exifsl in India* Ileii/je* direct discounts and collection 
of bills bv brrneties of banks are likely to come in the 
way of tfift develofvnient of a bill market.. 

{2) Tn India^ bill brokcr*dcalors will not be able to 
get from banks the funds that tliey will need. The 
^surplus of bank fluids in India is seari^onal and 'Uot 
steady and as himks have ^lirect discount facilities 
utr the Jleservc Bank, they will prefer investing their 
^,urpluiM^.*iiidK in rediscmintable bills to lending them to 
broker-dealers. 

' (S)*" It wdlh-be very difficult to alter the recent tendency 

tn( prefer thc.JWordraf1 and the c^isli credit to the bilfs* 

This tendenev is noticeable in nianv other countries alsiv, 
_ . * 1 . 

In termed i a rie Si'arc being eliminated as far as possible, 
g.pd the sellci' instead of drawing a hill on the buyer, 
throws the burden ci( arranging the finance on the latter, 
who creates an overdraft at liis bank, pays the debt by 
*]pRt:almentK ^ind saves in .interest. Frmi the banks’ 
|)(>intmf viow', the overdraft iievd not involve more forma¬ 
lities, fir be Idfis certain of repayment on a fixed date, 
of be less secure than a bill. Moreover, by means of 
the ralifes’ that tlicy quote, the bank^ toemselves can 
Set^rmino^whit^h of these two methbde o£le";id:ng should 
he chea.^>ert * 

* ' 1 * . * * * 
iaU aii^cu^sion aee SiS^s ^l/oJern in JiuliA, pp. liC-30- 
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< (4) It will be v^ry difficult to j^enaove some oUhe otiler 
factors, mentioned ^ove, which have reduced,the v^tunie 
of bills in India m recent tirnqj. * 

8, Importance of vedlsooimtln^ facilities ffG.ii the 
Heserve Bank.^—It may be eniphoBKed here Uiat a bill 
market cannot exUt tn any countj-y without a Central 
Bank* No bank* banker f r dealer w'ill l>e w-ilTing to buy 
or discount bills* unless ^le feels conijdent that thd^e 
exists an institution which will alw^ays be willing to buy 
or rediscount them even in periods of uioiietar;# Striugency. 
Ill India* the Iteserve J.lank alone can give him the con-" 
fidence that, \yhen in a fieriod of stringency he is pressed 
foj^ money and'cannot obtain it by di^^ptjj&ing of the bills 
in his ixutfolio elsewhere, be cau.tftk*? ihem U> tlie Be- 
•sei^^e Banfi: und be sure of obtaining fiie intently needed 
funds at tht? current rate of discount* At such a time 
the Keyerve Bank can btiy bills accordiii^g to uie extent 
of the stringenev* uiid relieve it* by pouring its credit 
iiito’thc inarkeiT-sirKxdidy :^nd effectiMy without causing^ 
any iiaiiic or even upprehei>iion in the i/iarket. When* 
the bills mature, the funds provided by thtf Bank 
matically return to it. ^ ^ 

Tfie fuiindatrony of the credit urganizatioiij on wdnch. 
■tlie^ development of hajik^ing vitally dependff, cannot be 
fSjUd unless the lieservL* Hank mi^fplies ‘^discounting 
facilities, which aloJAi cnaldfc the other bartk# to convert 
into das^ a maxiimim of thciv asstMs miniDiLim 

of disturbance in tlie cornlitions of itie money ftiarkeT/ 
^""itbout redisc-ountiiig facilities the most legitimate 
assets pf Uie hanks in the .shape of short-term advancer 
aj^ainst goods^iept escnted Cy fjoiunicrcjal^hilla cannot b^-* 
come quick assets readil^^‘cdnvcrtible into casli in an 
emei’gencyA Tht* aeooqd ^dvantiigo ©f redis#ounting is 
that i(f increases the lending jK>wer j)f*the banfee redis- 
cot>ntinjj the bilfs/an^ gives elastidi^V to deyiosit culr^qgy^ 
iiX perioiJs^of Eediscouating increasd^^ the talances 

^ Ct^ tke Beport of tbe Boyal Cozntplaalpn Au^lndiaa Cn[Tor>py 
.FiUftBce, 1936, p- 33* ’ * ' 
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of the banks with the Rejserve Bank, aiJd as thie balances 
constUrte their reserve, they can lendj much more 
to their rustomefd on^ the basis of the increased 
balances. 

Pinalrediscounting secures the automatic expansion 
and contraction ol'the note currency and thus makes it 
elastic. Wheh the bunks rediscount bills and obtain 
each, notes of the Heserve Bank get into their hands, 
and, through tJieiii and their customers, into circulation 
to meet th^, iucieased demand lor currency. When the 
bill^ fnature, they are jiaid in Reserve Ba^k notes by 
the banks whicli accepted them, and the notet? thus return 
to the Jteserve the bunks get the iiijtes back from 

the customers, who had, borrowed money, and who com¬ 
plete their transactions by the time the need^ for addi¬ 
tional currency comes to an end.*^ 

9. Sntfgbstlbn^ for the organization of an All-India 
Bankers' Association^ —Por a sound working of the 
^;lOney market and ‘ the bankiiig 8yBtcir'''it is essential 
that its various constitiieiits should be in a close touch 
j^^ith each other, so as to s^nure a proper uriderstanding 
of their*d^)mmon prohJems and interests, and an effective 
cooperation for solving the problenis and promoting the 
interests. The present organii,Btion in this respect is 
very defective, lit soire large "centres, as mentioned 
before, the'indigenous bankers have associations accord¬ 
ing to the‘diifercnt castes to wbicli they belong.’ But 
fSie asHuciations have no touch wit.h one another, and 
there is iif''organiication for the exchange of information 
regarding the financial position of constituents, for the 
proinotion and re^uhVtion of 4nter-sbroff business, and 
for the adoption of a common policy and uniform methods 
of business, 

The exchange hanks have as86ciatioiis of their own at 
the principal port towns for keeping uniform standar-da 
in^biia&^ss transaetJons, and prdiSectiiig rights of 
iuembeCa, But only foreign banks doing exchange boei- 

' DidMhujj, op: p,* 69. 
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ness in India their mei^bers. Further^ these is ^ 
little co^perf«tioii t^etween the Imperial B^nlf the 
other bankB. ,, ^ « 

The Central Banking Cornmittee haw, therefore, sug- 
* gested the creation of an All-India Bankers' Aagociation to 
include as members not only the liypenal Bankj exchange 
banks and Indian j:ftn(;-stock nanks* bftt Ihe indige¬ 
nous bankers also,^ The inclusion of the latter willibe 
very helpful in bringing them iTito the* fold of organized^ 
banking. Its meinbersliip should be of kinds, full 
nieiabersliij^ for all biuiks and bankers getting* r^edia- 
counting facilities from the Itesei've Bank,,and associate 
ntembership for all the other banks and bankers. The 
Aeaoeiation will bo very useful %3r*d?squssing^atters of 
, common interest, deciding upon common ifction^ carrying 
out refcu'm and improvement of standards, removing ale-p 
meats of weakness, prompting the amalgamation of small¬ 
er banks, serving as an efficient gonnccting link between 
*th(^ members iftad the Reserve Bank*and representing tlrf 
needs, difficulties and gricv^inces of'mei^jbers to Govenf- 
ment. It should have branches at the important centHis 
to deal witli local problems, the centraf bod^ 'disposing 
of matters aftScting all the membWa as a body, 

*the local banking crisis^iit South India in 193fl, some of the 
Banks operating in that orea h^we fffrmcd^Jti Association 
for that area,* Furither, tbe r*apid expansfioii of banking* 
during the Second World War has Iftd ibome Bombay 
bankers to realise the necessity of forming an *Aaso<?t£*- 
yiqn in Bbmbay so as to be able to tace the* altered cir¬ 
cumstances after the War and to avoid or get (Jver^^ 
trqubfe. ^ Tliay arc, ther(?forfc, endeavouryig to foral m. 
Association in Bombay* ‘Unt owing* to yie apattty and 
mutual jealotfsie^ of banks, no efforts,have b^en made so * 
far for forming an All5ndia Association. , 

«J.O. Clearing^hcAiBea and their development.—Tkere are -' 
^eleven cleiriag-hoftsel at impjj^rtant 'ceDtreB m*fljtfconiftry* 
.for simpEfying and facilitating the daily *e&bbiftige*e^ . 

Heport, Pi 433. 
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^ settlemenjt of debits and ^credits of baitks. Their actu^ 
business is carried on in the offices of the ^Reserve Bank 
at^ 8 centv^s aiid in the ntficew of the Imperial 
-Bank ^vt the other centres, and the Banka provide the 
necessary siipervirtiQ^. and stalh In many ])Iiices where 
there is no rlearing'*house, there is a system, of clearing 
Hccounls Iry givitig chcrinoR on ihe lruj>erial Bank in 
payment of balances due between the banks in the place. 
A bank can IjccorVte a rueinhcr of a clearing Ijou so by the 
‘ conMont. of the existing jnomhers, and ihe Inijyerial Dank 
has litid no gi'^oiiter authority yi the matter than any 
other inomher. ' New nieufoors are admit!ed after a close 

picmtinv' of their fmhiiu‘o-Rhects bv a ci>rrinjtte<^^ of the 

■ + 

existing mcnibem.^ (io^riplaints liave been made to the 
Cl^ntral Banking Committee that admission to a clearing 
house is soverelv restricted, and lhali rndinn hanks find it 

■A ■ ~ 

very diffictvit to tit'cure admission, bewnise the majority of 
its mem hers are foreign banks. ^ The Managing (lover- 
^,i>r of the Imperial Bank, tjonever, has denied the c^rii- 
^plaintSj and exjilaincd that, heavy rcsfKmsibilijLies are 
attached to Jlie membership, that each apjjlication for 
Yhe incirth^'irKhip is dealt with on its own rneritiy, and that 
evrii ill Kngland such rnernhership is cloiiely restricted, 
nou-niember> banks doing their^^clearing through the JO 
member bank^.^ ^ 

It is defyrii,ble that the (^clearing. hou^^es should be 
managed in^ aM details in India, as in other countries, by 
ijaiW][>oi;fited dissociations of their members having their 
own reguhii-ions. Moreover, the sin>ervision of*all clear¬ 
ing houses is one of ilie functions of the Beserve Bank, 
anddt will take steps l-o invcjsiigate and remove legiriraat^t 
complaints iegaidi-iig thoir, evganization and working. 
Further, the Aesorve Bank will not only serve as the 
central elearing house for tlie-country, but wil|_ also 
developsystem of ,collecting and -clearing cheques 
’ (hr^ughonf the^ country by pTomotfijgy tl^e ^jreatron of a 

f • r. . ■■ ■' 

>' * &OB frke of tlie Beafftl NAl;if>nal Chamber of Comineri^t. 

Central CommitUe Evid^^ce, Yob H, p, 499, 

* liiV anawiere, Ceiktraf Coibmittee Erideiiico, Voh HI, p. 
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i^et-work of t-learing laoufws throughout the country 
under its supervigioy, • 

The few cJeJring houtjes tlmt rxist^ at present*ilear 
hwally payabk cheques onlvt and cheques payaBle in any 
otJier town have to he sent there for Collection. This 


mvf>[ves husijresH men into inconvenience^ delay, risk of 
iiun-payinent^ and I he e^tpenscs of of cash* 

As tfie iteserve Ikink holfjf? the balances of all tiMS prm- 
ci(>af banks in the connl-n^ it will be ai^le io carry odt 
the jnornpt collet^tion and clearing of siuJi cht^c^ues rtnelf, 
(jr thiougli the liiijKnial l^ajik winch is iM agenjj, by 


ineanH of a simple boijl^-keeping entry and the mere 
rransinissijtjn of a message of credit in place of llie actual 
traiisniission of cnrreinw between the place where tlie 
ehetjiic is ^received and t!io plact^* A'hPr^j [t payable. 


"rbis will rejnovo 


the abovi'-jnentioiied existing dru’wf- 


bneks of such cbccpics inid will* therebne, stbj^ulate the 
growth of the cheque halAt in the couritrt and tlie depo¬ 
sits of tlie Ijanks, T!ic systein iiiulual settlements 

il'ill Vedneo the jTft-cssuro on Jhe tjiish by.lanees of IhobankBT* 
and til is,*oojn Lined w'illi tlieft^ larger depo^ils, will enable 
them to giye larger and chcaj/br credit to tjn^r customers.^ 
l^ven distributpm of money*hi Ihc.toniitry will ))e pQ>- 
inoted, a?id nioTicy rates will tend to he steadier* * < 

, Jl. Methods of inlaDd Vemittances.— ForJinaiK iiiR the 

fnov<^nlellt of c'.rops uikI other ^Turpos'en, frintls are. nuide 
available in diWerent parts M the country |)}f the follow¬ 
ing methods:— » * * . * 


^ (1) Koinittances by means of luin^hs or cjieqflcs. * 

• Komittances tlirougli the lleserve Bank, Tmpeidi*! 
Bank .and other joint-stock banks. The Heserve Bank 
ifssucfl and I>oy§ telegrapJiic. tFansfers i^nd liank-post* bilfst. 
The Ijnf>erial Bank purdlfhi^-s demand dfuftti and*pa*ys 


drafts and telegMiphic transfers. The bthe| joint*sto<ik 
banks? issue b.'jnker's drafts. The ^mmissjon♦charged 
by all yf them is*Byfyill, but the*Ccntral Bfimkioft Com-i 
• mittee r^coAitfenSed .that the charges %haurcf'be Sill 
Waller, ^ ‘ * 

' 0) llemittances through • jCriveSnlneTit Tfee^uries* 
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These sell to the p^ublic supply bills and transfers drawn 
upoii^other Treasuries, provided that the ).atter have suffi¬ 
cient fuuda for tlie purpose, and charge a small com* 
miHsion, 

(4) Transfers of. rupees and notes by railway or road* 
Although this inet^iod is being gradually replaced by the 
above meihor'ls/it is still popukr. 

. (5) Postal remittances* Postal money orders are use¬ 
ful for I'emittin^ small sums^, but ex|>ensivc when large 
animmts are coiicerned* The charges should, therefore, 
be adduced. Tlje ix)st office has developed a system of 
setting payments in op^wsite directions against each 
other J!i the sumo way as cheques* itemittances by 
means ol notes sen tv through registered or insured lettera 
are sUirvery. p<)pular. * 

These methods maintain the fliuditv of monev in 
diffejenti parts of the country to a substantial extent 
and reduce the dilferences in money ratesP 


CHAPTER XIT 

r 

The Reserve Bank of India 

1 . Many-sided need It,—All ^authorities have been 
unsnfmou^ ir expressing the opinion that the most im- 
p.u-tunt step for removing nuiny of the defects of the 
Inilian iK^rtking and credit system, and securing its df.vp- 
lopnient on n sound basis, has been the establishment of_ 
a Central Bank in Tfidia* ’ Wb have seen m the previous 
chapter liow ^tiie H^ank can remove some of the defects, 
Tlie following are other important defects for removing 
winch ^the^ establishment of "tHe Bank has been found 
net^srafy. It may, however, be eifipKasised that the 
9ank will require some time to rfemovo^theifL, 

(1) Thet Reserve Bank has been found necessary' for 
* - _ 

Jitliar and Irfrffail Eepnomes, Vol* II, pjp. 468-9* 



THE SESJERVB bank OF INDIA • Sttf 

^ I * * 

maintainiii;? .the piirchaBiDg power of the rupee stable 
internally and extor^jally, Intertial instability ^of 
rupee on accouifc of natural causes, siifh as the fffi>ure 
of the raiiis, or world causes, snoli as war or ftconomic 
depression, may be iiiiavoidable at preseift, although the 
international eo-operation of the cenffal banks*will be 
hel})ful in dealing with fyich causes ^ven* J3ut internal 
instability ciiiised by a iiia^adjustutent of the supply of, 
to the deniand for, inonetarj*circulation C!|h be prevenfcea 
by the Reserve Bank. The jnireliUHfnfj jxwar of the 
rupee remains siubio so long as the vahirne o^*tTie mpiie- 
(ary cirrnlutkm is adjusted to fjrc aniounl- of the media 
needed ai any ‘^.inic for tiie exchange of the quantity of 
gtxjcls and services that liave to be exchanged, taking 
into account- the vehjctty of the cifeutafiftn pf the media 
nnd the frequency with which the goods and services arrf 
exchanged* The external stability of the niptfe^ depends 
inaiuly npfju its inter rial stAbility* Tf prices in India rise 
Tclat^vely tf) th# w’oild prices, Indii] will be a better 
market in which* to sell goods, but*a worse one from 
which to buy them* This till stimulate im})orts and 
check exf)orts, so that the balance of trade VilJ J>ec:oino 
* unfavourable, th^ exchange wiiFl be ujisot, and the inlerrgyi 
depreciatyjri of the rujiee.wll! soon lead to external 
depreciation* The reverse will happen, if iirfcea in India 
fall relalively to the world* pTiri<?R*\ 

The, Keserve Bant tvan iriainfaiii this ^a*bility to » 
considerable extent, as it is given control ovflr*/5ie volume 
d the inowetary circulation in the country by meana ot 
, the’monopoly of the note issue and the power to impose 
*ou the'Coiftitry a judicious ^n^ appeopriate credit policy/ 
It’can basfe its^rpote issue p^rjJy on com^aercM'bills yv|jicfi' 
are self-liquidating" assets, and the circulatito will expand 
on the^^ strength of the bills'when they^arc dra|vn against 
tr^de transactions,.and will contract*'when ^hey•mature 
.and are 

*** ' * p.* 

^ th« B«|iort of the Boyal Comn^iBsion on Indiau CuxAncy 
.PinftfOQ, l9Q0,*p, 4fi, • « ' ' 
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The lie^erve Bank can maintain i];^e exte^'nal stability 
of the rujjee jto a consiierable extent by buying sterling 
(origold) ffroni members of the public iChen they get it 
from abroad by way of the payments of claims due and 
v/hh to obtain darreiicy in exchange for it, and by selling 
sterling'(or gold)^ fo them when they need it-ior making 
foreign payuieiits of claims against them* Although the 
exterruil rttafiility of the rupo^ depends mainly upon it& 
mien ltd stabiIi^^ the note /ssue must be backed in a 
substantial degree by assets which can deal with temporary 
disequililiVk* in the liir lance of foreign payments. Such 
dbiequilibi ifi are sure occur now and then owing to 


season III cause's, a l^ad harvest, or intennd or external 
financial atring^^uicy. At sucJi times the imlanec of trade 
bcconies^uiilavouiabie'to India, and she has to pay other ' 
Countries ii. Sterling and sterling securities (or gold,^ 
are the most useful assets for the pur[)ose, and the Re- 
twirve Bank cjji iibc them qulcklv to paj' the foreign 
[iahilities until I he adeption by it of an anpropriate credit 
^ policy, tir tlio raising by it ol\thc rate discount con'ecis 
the discquililu'ct. The sfiU of sterling (or gold) by the 
^liank will «lead to a ccudraction of tlie currency and 
a fall iiT prices, whicdi will/int'ourago cxj^nls and check 
iiupoifs and I hereby tend to corrccl the disequilibria. 

The J{esei>'e. Ihiiik lias boon found necoKSury for 
removing the siriiciiind'histahility of the banking system 
in India. ''Bpilil tlie srstrim liAd noVsolid basis* and 

V * 

was muefi lirhk' to be upset by sudden demands for the 
»v>ithdr*.\vai ol funds or hy finuncinl crises. This vulner¬ 
ability w''s due to'the exjst<uK‘e of tiie multiple reecn’:* 
-system, without the support cd adequate cash reserves, 
■Many of tlie fiidian joJni-s.cHik banks c^mdvjcfced busint^t^ 
of a*’lYiagmli^ie’]iot justified'‘iiy their cash reserves and 
Kquid uHBiUs. <Vnsidoring their imm^nsfe liabilities, ir 
nnist bi' >iud that even the exchange banks made no 
adequate pivivision of ‘sash receives for runs or finaueial 
crtftcs. 


*t * 


L ■ 

If a ifnn hikes place on a bank, its only way to restore 
file pubjic coiifideiice ,js to satisfy the demands of the 



. ’ TII£ ^Bf;S£BVE BANK OF INDIA JOS 

* ^ 

depositors for the withdrawal of moaey fully and prompt¬ 
ly.* To be able to^pursue this# policy ib mu^ receive 
help from otheV banks, as the liquid aijsets of tiverf tank 
are limited and if it does not*Vecetve help il'oiu other 
banks, these assets will soon get ^xfiausted, :iSd its 
position will become des^^^rate. WUmi one, balik is ex¬ 
posed to a run, other.hunks are ilfraid otmie to Its 
rescue and to help it whit cash, because^tlic paftic, li^e 
an infectious disease, may ?;pread to llicll' depositors, and 
so they remain aloof and strengthen their ywn liquid 
resources. MoreovcJ', in*the absence of a feo-ordiuating 
agency, the banks, far froju i^garding tl^ir interests^ u.i^ 
comrrtori, are *jipl to consider each other as rivals, not 
desei-ving support iu difficult tim^s,* ,We have seen in 
»th(? first chapter Ihnt. those factors aggravated "The ban^j- 
ing crisis of Althoii^jh from 1921 19*^5 the 

rnij>crial Bank of India stuved as a cG-or|iinati»ig agency 
to some extent, it was iiol altogether u bankers* bank, 
us the other bJ^ks kept their reserviis with it to a small, 
extent only. * I • ^ 

The ereStitjn of a single, reserve syslerj|i under thtf 
Tieserve Ihink removes thesq dangers. Wlien* t)ie c:cis]f 
I’cscrves of lluV oilier banks'aro poMed vvilh tiiat of the 
T?csej vc‘Bank 4 so as to *fonti i com-etitrattid reserve in' 
the ] lands of the latter, the ii^suraiKe prhuciple of dis¬ 
tributing Uie links of runs :ir',,ui SviiriHar enici'gfincies comes 


inlo bpe/ation. The lieserve Birnk car# tlf;n*occupy the 

I iosition of an insiiraTic.e coiiifiany to wddeh ifll banks cofi- 
rUmte, so that no liatik has to njf'et the ‘entire risk, 
which, distributed among all the contributing 
bttnks.^ . w * i * , . , ■ 


The concentrated reserve- <^aii be lafgd enough t)D*meot 
the needs of jf bajik fuljy and promptly in an emergeneV. 
Even*if a run|is made on several l>an|fR, su«h ^ reserve 
iF(- nior^ effective* making pafyiiients. Further,* the 

D&(Tftcliftnji, A Banlf for Tndia i>nd 


P.61 


feurgeiH, Tha Reterve Bank and Manfj/ •Markets p. 


* * w 
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Keaerve Bank can use it, without paying it out, by 
making it the abasia of 'Ae issue of additional notes,^oT 
of of more credit. Moreover, tee knowledge 

that the Keserve HaTik possesses ade(]uate cash reaerves 
will ffuickiy restore the public confidence, and will 
miiiiintse-the intensity of the panic, and the demand for 
cawli excep^t what is vieeded for the domands of foreign 
trade/ , The Keserve Bank in virtue of its position as 
the custodian otfthe biiuking ireserve of the country can 
also (lojKKse a prjidcnt CJ'c^dit policy c)ii tlie other Ijankg, 
artd tlniH iiii^jigate the intensity of the panic, and give 
them more strength to meet it. 

A se<‘OTul r^dvantage of tile single reserve system under 
tike looserve Bank isi its mobility. Money can be moved 
<juickiy ftijin a centre* whore it is abundant to another 
where it is scarce, T^his is not pcissible when the 
reserves arc scattered and managed independently by 
different banks/ A third advantage of the system is its 
elasticity, Tiie need oC the other banka for funds in ao 
‘■mnergeney c:in be root by luui'^ froni the Reserve Jiank, 
TJics* 5 Joans wiH lead to the creatiim of more, deposits or 
t^e issue of jklditional noted by the Reserve B?nk, which 
wi[l have to keef> only a -certain percentage of cash 
reserve against these liabilities The Bank, therefore, 
can lend to the otlier hunks at Kaafc twice as much 
the value of'the cash rei?^'rve,‘without overstepping the 
normal limit of the percentage of the cash reserve to its 
liabilities la'id down by law; and it can lend mutih more 
in' an acute emergency, if the borrowing banks car 
furnish tlM necessary security and are prepared to pay'an 
hicreasing price for the accommodation, by overstepping 
the nbriiml limit of the cash reserve, subjedt to the pay¬ 
ment of a graduated tax, as provided by law. 

-Finally, rwing to its greater officiehey, a centi^liaed 
reserve need not be as large as the total Cf the scatter^ 
reijervee.^ Tl:e singl*' ''reserve syetoip, therefore, sets 

free a larg^e ,amount of ct^pital, which the banka eaii 

«■ ■ 

Cf^ S«miner«r, Tim eJF Fed^raf p. 69, 
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uae to extend their business witli profit to thems'elves- 
and' the business community,’ • * • * 

In the countries of Hurope, the amoiyit of tlfla balifticeB^ 
whicli the other banks keep with* their r^a|’»ectife Central 
^anks is not regulated by statute, byt is determin'bd by 
an agreement between them, as the r^uiuber of‘banks is 
comparatively small, and some condtentratifjn df reserves 
had already been in existence, lu the U.S.A,, hffwevej, 
the amount of the baiant^s is regulattd by law as a 
certain minimum percentage of the demand and time 
liabilities of banks. In India, regulation bjr'statute has 
been regarded necessary, as aeen below^ although the 
number of baf'kH is small, in order to streng^thon the 
position of the Keserve Bank and to enable it to fulfil 
adequately its duties as a bankefs” bailk.* Tite reason 
*is that tlie foundalions of the banking system in India 
are very unstable at present on account of the lack of 
the banking habit among the people, and ^he indifference 
of the banks t(^itrds each other baueed by the division^ 
of banking functions amoftg them* * 

* (3J The fteserve Bank h|s been fotm'd necessary t -4 

carry out -a judicious and apprapriate * credit, policy,* 
which keeps tht volume of ;?i*neiicy and credit in proper 
,ddjustmeiit witl; the volume of buRiness, jls^wcH asf the* 
^sbrve, BO as to maintain Rlf^hility of.^he value of 
the monetary .unit, ^aud lo prevent irislabil^ty and un¬ 
certainty in the money market and ^bui^iiiess of the 
country/ For this purpose, firstly, the Xleserve Bajk 
» ^iven the monopoly of the issue »£ notes^ which are 
the most important media of exchange and the Civsh 
bj^sjs tor^*credit expaniiioji* ^Secondly, member banka* 
are-'compelletf^y the Ilc^ejvp Bank Act to*maintain.a 
proportion of tJieir liabilities as deposits wjtti it. Thirdly, 
the bidding of Gkjvernra?,ntf balances aM the fJhrrjiDg oift ^ 
of.,the banking tmnsaetions of QoVferflnaenf arS ^useful 
to it fof iaftneucing^the credit situation.^ FourJihlyl 
.importantr instrument for cartying out the^cijpd^ policy 

t 4 

* * * ■ 

* PadAchanji, opi 
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irt the bank rate of diacouut, i^e. tfee Reaifrve Bank’a 
otSciul ininimutii rate tl’or discounting first-class bills, 
The4-F,uftmg or lowering of tliis raje, by l^Hnging about a 
siitjilar rjri(j or full hi Uie market rate, the rate at 
wliiob* the othet banks lend money and discount bills, 
will enable tlic Ee^rve Jiank lo control Ibe money mar¬ 
ket satirtraeforily* ’ i’iftJilvj a provision in the Reserve 
Bajik ^Vet'tun powers the J Reserve‘Bank to resort to open 
(hjirket iijumitflips, /.c. to dtiul directly with the public 
in order to eiifon'C ils tIis<K)unt policy on member banks* 
If it lowei of tile Rest'rvo liank rate in not immetli- 
ntt^ly hdkumi by a fall jy the market lending ratea^ the 
Bank can bnvi diroci to the people wlio ^A'ish to Imrrow 
fumis. or piiirjiase strnrities from Ihoiu and tliereby 
coifijad t^yt: meruber'bwiks to hmeu iheir rates, to avoid 
kjKinijf luisjjic^s* Siritilarlv. if a laisiiii^ of the itewerve 
Bank rale, is not ini mediately followed by a rise in the 
market fending rates, tlic K^'^serve Bank mav borrow 
money from the piildic or sell i^eenritics t(> it and thereby 
*c'OUipel tbo member bankn to^'esort \o the Roi^erve Bank 
'for redi«etmnting tOeir bjll^. in order to replenish their 
‘low eu^ih balances. 


Final'iy. the e8h^il>liH)im^nt and management of a 
centiai clearing house by the Reserve Rank also enable 
it to contn^[ the working of the r^.her banks. Admission 
to the cleiv- mg htinse Ho a metaber is a, very valuable 
privilege tc: the other banks; as it gnves them a firgt-cIaSB 
status and eivabjCH them to present their dainxs against 
o^ch o!her*with the utmost despatch, and the Reserve 
Bank win make the membership conditional upon their 
/itodicnce to its instrueiions regarding the nature ^>f their 
business and., the credit oi tlieir custorn.pra. Moreover, 
if^cfci'bank expands its credit unduly, the Reserve Rank 
ciiii detect it in tiie clearing boy^se thraugn the demands 
W sett|enimt lliat^ will be made upon ifeat bank ^by the 
other» bankTJic efDeciivcness sill these pieasureB 
vfl'dl be* e>^Tnined in a lat^p:- seetipn* ^ ^ ^ t 

’ (4) It ib an important function of the Reserve Banlf 

arrapge for th^' compilation of proper and exteneive 
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statistics reg^ding tjie working of banka and iiidigenous 
ban&ers, and operations in the mcgiey market, 
prompt publication. Gofrerninent co-opei'ates wth it>in 
carryiTig out this fum^iion. The j^ositiod in this* I'egjK'ct 
was very unsatisfactory until very receAtly. The * ex- 
chiinge hanks did iio(p publish soparaitly any statistics 
regarding tlieir business in India, and mereW sujiylied^ out. 
of courtcrty, consohdaUMl‘fjgiiroB of their Tndmji clejHifiits 
aiKl oaslj balances liunpod together for ifie banks,J 
belonging to eaoli of the two classes rnejitio/ied In tifiapter 
VlIT, to the JJirector-fieiieraij (Joniinercial T^ttHligencej 
(Calcutta, through *.Ik: Intha 0|hee. ICveii as legifrti^ 
Indian joint-stock banks, the 1 tiredor-dendl'ahs jmblica- 
lion 'Statistical 'Paljlcs relating to Banks^in Jndiir, did 
not supply sntliciently detailed figut^, a\id ^av^ no in- 
Krination at all relating to hanks whose capilal and re-« 
serve were less than Bs. 1 hikh. Moreover^ J.he value 
of such statistics m were *sii])pHed was ituicli VediictMi 
by tlie excessive (Jclay that always tt>nk place in publishing 
tht?ni* The UesCT^^e Bank rjow publishes the *Statiatioal 
Tibbies' wiih^fair promptueRs,J They give more informa¬ 
tion about Indian banks and ^fl^parate inforni*tion alxmt ■ 
euych exchange IjEink. Jiut sfparule.stalistics regarding 
tl|/3 Indian Imsiuess of tlio exchange f)anks are still pot' 
giyeu, auJ no sfcatistii',s .y e"available regarding*the opera¬ 
tions of ilic indigeruuis hfliike^i^- TAe Bank 

also pujdifilics aftnually 'Statistical 'Tables rHa^ing to the 
co-r>perative movement in India* J * 

^(5) The Keserve Bank benefits Government directly 
by acting as its fiscal .agent. The Bank promotes the 
.j^uocesa .of ^Government loans and short-dated treasury ■ 
biMs- by swggo^pig to Govtrn^nont *the proper tiTue and t 
termfl for their issue, whtftiT itie monoV irjjirket W 
and the banks Tiave surging funds aw^^ting investment 
as it ]!? in the contact with the.mon^ iparket, 

and-by ejertiug its Infljience on baifks and ot^cr investors 
‘to i^uce tjierfl Cb efUbsCvVibe to*the issues, and Jly'^giviilg 
them facilities for this purpose. By cautioriljflg Qhovern-* 
meiit such issues at a. tune'when the^moiieir^ 
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mfbrket shows a tendency to tightness and higher 
\t can''not only protect the interests of ^Government, but 
al£o prevent increase in tli(? tightness and rates on 

this account, .with consequent benefit to the businesB 
community. ^ 

The' Reserve *Bank also conducts remittance opera¬ 
tions on behalf of Govern meat that are necessary for 
the iinnual payment in London of the Home Charges. 
For this purjx^sa, the Sedretary of State used to sell 
Council, Bills and Telegraphic Transfers in London to 
the exchah^e banks which were paid in mi^ees in India 
by the Govoriimerit of india; but from^^lO^ up to 1936 
the (ioverhiuent of India operated directly in tlie exchange 
market by putcjiiasin^*; sterling in India, by public tender¬ 
er private!Tf, from the exchange banks through the Iia- 
peria! Bank. The latter method was preferable, because 
it was India that bills were drawn for India's surplus 
of exports over imports of goods and that the liability 
for making the iTinittances arose, and'because thtb Gov- 
ernnient of India' knew tnuch better tliau th3 Secretary 
of State jt„jj own day to (Jay cash position, the conditions 
of tho '^moncy market u\ India, and the other factorB 
influencing the course of exchange.® 

But as' Government remitiaijces formed a large^pru- 
portion of-r.the total re^nitfcance business of India, these 
operations cf Gavernm'ent produosd a considerable in¬ 
fluence m iihc' money and exchange market® in India 
.and India's currency system.® As the Reserve Bank is 
made re^nsiblo for maintaining the stability of. the 
value of Indian currency and for organizing ^nd, control^ 
ling the money matket, U is essential for it^to conduct 
the remittance oj^erations or. tiehalf of Government, So, 
Bjnee 1936, tlie Reserve Bank, on behalf of Government, 
purehasedfe sterling in India from the exchange- banks. 
Tb^tJiikna'geiiient, by the Bank, of these operations - has 

‘ Se^ t>JJ. cit., p. 138. . . 

f 3ee the Report of the Royal Gommiiflion on Indian Ci^rruPey and 
pipanca^t 19(26, p, 43.. ^ ^ 
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<3ona much reduce their disturbing influence, os the 
Bank; poasessing better knowledge of the oonditms of 
the money and elchang^lmarkets than G^overiument/oan 
time them better, and conduct tlfein more, siud^tlily in 
normal times when the balance of trade is in ludia*a 
favour. The ^eniiltunce oj>erati<ms of Bank ttra I'es* 
trfCfced to bona fide needsits customers aiid ji!i^rc<{uirc-- 
inents of Government in ic^oect of the Home Charges. 

W . t I 

If an Indian Kxohange Baifk is eslablislii^d, as recom-' 
mended by certain members of the CentraBBanking Com- 
mitlee, mid if JGroveinment j'emithiiices are hafiSed oyer 
to it* the Keserve Bank will control the operdtions. 

fO) The BeseiVe j.knk <'im gradually bring about a 
great improvement in the finance of aijricukure. Through 
a, special Agricultural Credit Department/tl)p B«nk can 
not only serve a.4 an apex institution for co-ordinating' 
the activities of tfie provincial co-ojjcrative bAyks, but 
can al&o provide the followihg valuable flnaheial facilities 
foj agriculture r-#-^ * , 

(i) The Bank can purcha^ie^ sell or j-ediscount bills of 
exchange oi j^romisstjry notes <|rawn by co*(q>erative Bocie- 
,ties for fina«<dDg seasonal agricultural opetafflon^^or the 
marketing of cwps* and endfirsed by a provincial co-, 
offerative bank. t ^ • 

•(if) It can grant advEiSiccy iit the tync o| cultivation 
against the prcunissory notej ct i'o-o|>erative societies, 
endorsed by a provincial co-operative biyik^ Snd giving 
a lien on fcrops. Endorsement by provincial* co*-operativ6 
banks and a limitation of tJie total amoujit oi the adVanedS 
‘Wiirminimise the risk of granting advances not secured 
the' hyVithecation of goo^a, and the Bank should' 
undertake this*^Duch risk, T the cultnjatorA, whose'fin-*' 
ancial needs axe the greatest at or just before the time 
of cultivation, are \q obtain* reason able Dre'dit. j ♦ 

Ciii) The Bank can allow the co-operative /Dcidties to 
.^raw uptfn rgsoait^s of the centsab money nj^kelfljy 
'paying th^ bankers* acc^ptanedis created by societies^ 

; ' ’B^'DftdacdiAn]i, p* 980. 
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(iv) The Bank can make a portion of the Government 

balances available to 4he provincijil co-operative bank& 
fre^^froiH interest. | ^ 

(v) Warehouses controlled by the Bank will be very 

uflef>il to co-operative sale societies for stocking agricul* 
tuial produce in fliem and obtaining credit cheaply and 
pi-omptly agaiqst it, , 

(viJ^The Bank, on account of its close contact with the 
'money market^ can render#* valuable help to provincial 
laud uiortgage ^corporations, the creation of which has 
been reniiw/nended before, to float debentuTes successfully, 
apd at SIS Jow rates as pfissible, mi behalf "of agricultural 
land luorlj^nge banks, when they are e^Jiablished in the 
pro%'iuceH, * 


better credit facilities 
make the supply oT 
credit elastkij and make its credit policy effective, 

by inakiug use of those mo^u3^il indigenoua bunkers, who 
are willing to he placed on its ‘approved J^int' as its agents, 
wherever no Ij ranch of a bank exists oj‘ can exist owiiig 
to insiillicicnt ,bimihcss. T^e qualifications for being put 
on this list ^'hould be the possession of a certain minimam 
of w<irK[ng capital jjnd vofipue of banking business, res-. 
Liictjon of activities to purely banking husinees, deposit^ 
ing a certuiii proportion of capit;*^.! and dejiosits with*the 
Itcserve Ikjik, uTid iie/iodical exu mi nation of accounts 
by I he Bank. If one banker is unable k) supply 

thcM4^ qualifirations, some of Ibem can form u£»3ociations 
{~r tU.'ft purpose. The Tlosein^c Bank can provide the 
agents woh banking and agency business, and pay tlicih^ 
(a^nunisKion, lend them money according to the business' 
.guaranteed by them ,>eadiTy discount the hundis cortifiM 
bjj^hnni, and.nljictj them iiychdrge (^f some of Itw godowiis^ 

' This connection, with the R^ise^'ve Bank will strangtheii 
the po^iti(iS and, credit of the indigenoirg bankerii, who 
in Jtuwi wifi, provide an increasing number of bundii^'to^ 
' the Refierye Bank* Further, they will gradually help^ 
BetierVi?' Bank to develop a bill market in l^dia, to 
Kpk up^ the country market with the city market, and; 


(7) The Reserve 7h;nk can supply 
to aguculhire and internal trade, 
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io bving the former wiurket uIpo under its credit control, 
by forming tJiemselvefiw into Acceptance AfisociatidnB^ so* 
as to inci^ease theVse of Vanker^’ rteeeptajicesj which ifl:e 
the simplest and the most a(lvim1.age(>us^cj"€dit* instru- 
m«yU for the needs of trade in India. U^he Reserve Bink 
shoiiid be givfn discretionary ixjwer *')*l:hy dorfn the 
iiia^ximuin rates witlnn wl^ach the ageiTls Icaid their* 


money am] the Hank's mrAicv, and to prevent Hhein 
from using the latter jnonev Air their privisite Imsiness. 

f 8 ) No iLutiiority f>ilier ifnin tfie Resof've Hank can 
adei}uatHy pei jonn the clotv of watching tlip^* Seveli^p- 
mont of i)anking in this eountrv* and of talking steps to 
promote its advai(l'einej\t on the right lines in tin? interests? 


of tiie nation as a whole. • 

JTlie ecoHowiic In’storv of tho great*tradritg goiiTrfries of 
tile world during the last half tu^jilury proves far more 


t*learly than the al>ove theoretical explanation greiit 
efficiency of a Central Hank^and its great irffliient'e upon 
tlie^ fH'mJoinic progress tjf a nation." JJven the U.S.A., 
with her predilectmn hy* dee<inlrrilis<iticyi, was compelled 
to adopt a coiitrahsed banking system in *1018, as the 
freipient gigantic and disastroift fiiiancial in 

Uie country were#attributed tt^'tlie w'cakness of fier de- 


c(y>traliscd hanking system., Hie adtiption of the Federal 
He«e?ve system has enahk^d fier to build up the stronirest 
position in the .world of finance, next onlv to (freat 

* • o'* t ^ 

Hritain.* ^ ^ 

2 ‘ State*Baiik versus Shareholders' BankN-rRealising 
thig many-sided need for u Central Bajik in Tjidia andT 
(Jiff dependence of the creation of a Fedcratfon and Res¬ 


ponsible CeTftnil C^ivernment^in^ndia,upon the establifih- 
niefltr <>f this B^nk, ilie Central Jjegislature' in India 
pleased the Reserve Bank of India Act in lOM in accord*, 
anee with the recorhn)end«.tifliis of a refireR*entative com- 
inittee tfiat liad Ifeei^ set up in London?^ mid tl* Reserve 
yanSf of ^n4^a^star^d• functioning frgrn Aprirl^35.* It 
ifl*a ^hareliolders* Eanky althofigh a certaiVi^ssetron'of 
puW ie option in the country and of tjie Central itegia-' 
l^tuir» has expressed itself in favour'of milking it 4 State 
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^Bankf, and ^ of giving, the Central 'Ijegislatiire the Tight 
tQ islect a proportion of the dh e^tor& the Bank from 
ainoiig^,its own memhers. 

The arguirjFants that have been advanced to support 
the vi^w that tli^ Bank should have been a State Bank 
are as follows ’ 

(3!) It ifi dangerous to entrust the control over the- 
very* iinjxirtant functif>ns ot' the Bank to private share¬ 
holders and ^their directors belonging largely to the 
capitaliwit class, as their interests would not always coin¬ 
cide with* those of the peopb of India, 

(’2> Tl|o profit, det'ivtd by the Ban^ from the use of 
imblic funds inid from the issue* and management 
of thej^nationj^ p'ipfir money should revert to the public 
treiisiiry fc'lr the benefit of the country at Barge, »■ 

(ri) The tradition of State ownersliip of large commer¬ 
cial utfdertakirigs of national, importance has been firmly 
estabfisijed in Indiin As regards railways, for example, 
tfje people have Mti implicit faith jti,S tate nianagcir.ent 
and are suspiciotis <if private capitalistic ownership and 
control: the Slate ihanagement of Indian railways 

has lu'fjved successful as^ u purely economfe proposition; 

(4) Tlie vi'iy nalure of tlic functions of the BeRerve 

Unnk, t^z. central banking functiims, in^duding the 
managem/^it off cun'eiu'v,* makes (iovernrnent control 
inevifublf^, . ■ ^ ^ ' 

(5) Kyex ir tlie countries which have Central Banks 
,pwii^fl by shareholdcjK, Government appointa the Gover¬ 
nor and'Deputy Governor, who exercise a ^prepondeymt 
.voice in sliaping the general policy of the banks, 
Moreover, in practice iL ih Government w'hicli haa^ the 
larfitword m *alitiping the ^x^l^cy,“ 

* (fil The rear has been expressed that a Shareholders^ 
Bunk w^uld come under 'tIVe prciforniTiant control of 
Eu 50 }>eaii busin^BS^inen and that, fiierafore, Iijdian'r 
wWQuliiiot receive *a fair treatmetolt dranajthu Bank, * > 

* * 848 ESach and Elkm, Central Banks, p. ST* 

' * C/f Mr* Boyal CommiBaios on ladtan' Cotwiv^iy 

Finance, 19%. Oral Evidence, Queitiona 13664*61, 

^ 1 * . T C "1 I 
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Tile reasons* given'for the demand that a proportion 
of the* directors of tlic -Sjpte Bank'sliouW he elecfed^by' 
the Central Legislature ate as follows i * * 

(1) As the Executive is not responsible the*Legis¬ 
lature in. India, the representatives of tjjc people in the 
Legislature ougJit to Iiavc a voice in the? directorate of 
the Bank, to ensure [xnvers givers to tlxi Bank 

are exertused by it to prnmot? the interests ijf the people 
in the host ntanner, '* * 

02) To ask the Legislatine to create the'Biink^and to 
make it responfiihle to the }j*^op(e fVir the good * working 
^of the Bank, ,with<uit giving it miy liand ip the super-* 
vision or control tSt'cr the working of tlie Bank, Is consti¬ 
tutionally unsound, * 

The Reser*ve BiUik of India, hown\fer, TiSvs fceeti'made 
a *SliaichnlderH' Rank for the I'oHovving reasons 

(1) Twenty-two out of the twenty-eight CentrA^^Banka 

that exist at present in dilTereut countries of the world 
are,shareholders’ Ifanks, and even asVegards the six that 
are State Banks, there are hyiitalions^ on Government 
'interference with their w^rkiitj. • 

(2) It is of* fundamental impu tunce that *lh*?i IJeserve 
Bank should be free to C£)nduct*i(H Inkiness on the lines 
of.jlriident finance'^ and in accordance witfi the provisioiis 
of th& Act, wliich has brdugj^t it into e)^isteng^ without 
Jbeing subjected any, iwliticj;.! iiiflucnce from Govern- 
mej\t oi> the Legislature, The function yf T^ising and 
using mondy should be kept separate from tfietfunction 
of producing* the actual tokens of money which are put^ 
into circulation. The largest user of money in a country^ 

its Goverftmentf and wdiei^ itjrwanbii money to spends 
it sliduld have fo raise the, pipney by /air ^T\d hop^t . 
means in the game way as a private individual. If. 
Govern TTjent controls the fie serve Rank,* wliichjmnst be 
^'espQUfiible for enPercising the latter fui'ctfon, 3c rtmy be 
tempted, mb «xjjeijej>pedias abundantly showrr 
Ws^jt^to abuse its pawefs and •to compel Bank to 
supply it^noney easily by using the nc^e-printing press,', 
eipegi&Dy if ft is a democratic 'Gdl'ernment depflindent* 
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, upon ,tlie jwpular vojie* It is essential, therefore; that 
cpifrenc-y and credit operations rshould Jbe in the hands of 
an autjif^rity independent of Government, and that there 
fihtiuld not he*^even rtjom for suspicion of any intermixture 
of fK^litics with ^fie business of controlling currency *and 
credit* ' * t 

{♦t) The* shareholders' pl^in 4iaa the merit of making 
the directoi^ respoTisible for money w^hich they them¬ 
selves have contributeJ, and responsible to the share- 
holdersf’for the money which the latter have contributed. 


aild not responsible merely to their own Consciences* The 
shineholdcrfl can cxercis*^ a decisive* influence on tht> 


niunngcinont of the Bank*' ‘ 

(4i^Tt fias fvi>»thor merit of providing a ready-made 
conKriTnenT'*\ wide enough to secure the represcntatioil, of 
the wlmhj coinitry in the form of representative directors, 
capiibh^, liidiau in outlook* largely Indian in composh 
lion, fully vonsfitiiis of ilieir great res^wjnsi bill ties, and 
pi'efKiivd to dev*c»(;e themselves wlicfeheartcdly to *tho 
IjusiuL'ss of u'^ihuig the Ij^.ank succoHsfuh^ " 

(i>) It is inifonstitutit)t*t!il for a legislature to take part 
in ini'iSirig' Appointrnenls to Kjwcial jx)sts,''as thereby jii 
ovei'Slops u.s prtiper I'linctiuUH and usurps those of.the 
exeeid.ive; * , ' 

(fh Tf eOernbCt's offSi legislature serve as directors of 
the BuTv^i,'tlie> woulfi not have the'time and energy’ 
ret|iiired hVattend ade^piatety to their double*duties,"and 
4hey<" should decide to serve the country either in the 
first cap'acitv of in the second, but not inl)oth* ' 

■ (7^ Tl it fear of the ^>redominancc of capitalists over 

the Bank has been obviated by a diEtributioii of 

^the'Bank's^ sliifi'es in the''Country and by a limitation 
of the voting rights attached fo the* shares*^ 

- \ ^ 

^niiVtt'r an<r^ N^^iienyi, The Heserifs Bank af India^ And 

Pi^* l57-m.^ *** * ,1 i. * * - 1 

*'C/* DfjriarHanih 336*^* ' ' 

’ D^j^iAlative Assembly Debates, 1938, Yol, Vl, No* 5, p. IfJt; 
fJd* 15546*7,,Vbl* Vlll* No* 8, pp. 9417-8 and Vol**IX, No, 11* 

pw 873^ - 
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3., Organfxatton of fcbo Reaerve 9ank und^F the Aesenti 

Bank Act of 1^4.—Tfce share capital of th& Bafik is 
Rs* 5 crores divided into fully p^d-up shares of Us, 100 
eacli. Separate registers of B[uireholdei*s*are ruaintained 
al Bombay, Calcutta, Detiji, Madras gad Uangooii, and 
the value of tiie shares tjriginaliy affSiign^d jto .the areae 
served by these registers Ils- 140, 145, llS, TO aud^ 
30 lakhs respectively, but tht shares are t^iansferable fmrii 


one register to unotlier. A shareholder -is registered as 
sucli in tlie jjrea in wliich lie is ordinarily*fesider\fc or 
fiaxS fiis principal place (4 business, and rm^^t he a pers&n 
doiiiicilod in liiiiiij, or a British subject ordituirily resident 


in India, and doniituled in ajiy part o^the British Empire, 
the tiovernment of wfueJ] does nor discfjn*iniif? in any 
way against Indians, or a company registered under the 
Indian t,/orapaniefi Act, or a cotupanv inCQrpor?itj?d under 
a [aw of any part of the IHritisli Empire, the CTOveniment 


trf wtiich docs'imt dist-riniinuto 


in* auv wav against 
. *■ ” 


Indians, and having a Ijrarft'ii in BriHsii India. 

*Tlie valu^ of the sliures r^jjdied for was jnany tiiucH 
the vnliu=: Sf the shares assijjned to caclr of above 
areas- In altojTmg tlie sliarcs tiie Ct^ntral Btjind td thfi 
Bapk had to giv# preferynf'e to applications fo* five shcares 
each, s<j an lo distribute tUr shades lutd tlie*w>ting rights 
attached to thrfn as widely at.s p*>ssil5[t“ T\te shares liave 
bee?i queued at a lieavy prciniiiui bn the*shJikBexchanges 
from tile beginning* The number of shareholders hits 
been declining each year, and the nnlnber of sliarcs in 
.the Hombiv area has been it^rcasing at the expense*(>£ 
ofher areas, fjvincipally (’aloulta and Ilangotm, in 
of a*i amendment of the KCsfrve Rant A<it liinitifi^? 
number of shares held* by an individual to 200, Tlie 
share ^apit-al ol^ the Bank can be increaRed orfre^oed on 
the recc^niyendatioji-trf the Centrifl^poard, with (life 
Vioiia sanetion the t Governor-General *and w’ith fSie 
Qpprav%l pf the Central Legislature,^ to such*aif eiEtenf 
; and* In such, a maiiDer as iiiAy he detenniiiedj by *the 
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l^iLiik in a ft‘enera.1 meeting. The ad'ditiontil shares must 
be ajjotlied in the same way aa tte^origiijal ones* 

The Ttank, has offices in Bcfcnbay, Calcutta, Delhi, 
Ma^/’as, Oawnpcjre, Kafachi, Lahore and London. The 
■office in Ttangooii had to be closed on account of the 
eonriuest of by Japan at the beginning of 1942. 

It cun liavfr dihces at any otiier plaees in India and, 
.with Ibe previous sancthm of the Covernor-Creneral in 
Council, oiitsiAe India. Its head office migrates from 
one office^ to another in India at the discretion of the 
Central Bbanl^ iti order to secure evenlyvhalanced con¬ 
sideration of varyiiij^ interests of the different partd 
of tlio roiiiUry. Tlie genvral superintendence of the 
business of the is entrusted to ti Central Board of 

.Directors consisting of— 

ia} a (lovernor and two Deputy Governors* appointed 
by the Xrover;ior-Geiiet‘al in Council after consideration 
of the recoinniendationK made by the Board in that 
behalf; - 

((/) four Directors noniipuied bv the Governor-General 
in ('ounc'il^ 

(c) eight Directors (tw^o^eacb for the Bombay, Calcutta # 
*and Delhi register^^ and one each for Vhe Madras and 
Rangoon registers) elected by the Local Boai^ds from 
among th^mselve^ to present the sharefiolders; ahd^ 

id) onCftGovernmtnt bffieial nominated by the Gover- 
nor-Genevab^ in-^Council. 

Thti Dtfputy Governors and tfie Government official, 
however are not entitled to vote. The Governor and 
Deputy Governors hold office for such a term ^ot exceed-* 
mg.five years as the Gover^ior General in Council may fix, 
and are eligible Cor re-appointment. Their salaries and 
allowances are determined by the Central-Board with the 
‘approval <\f the Governor-Oenefal in Council. The other 
norainated^Di rectors ^hold office during the pleasure of 
the .Gevoraor-Generdl in Council*'"Thsi elected‘Directow 
bold ctffic£<.for five years, and are eligible for're-elecaOD.* * 

lif,d only one l>«puly Goirernoi: from 1987 to 1948. 
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Local Board tor each of thj areas assigned to the 
five registers consists bfteve members elected frgm afi^ong 
themselves by the shareholders j-egist^ed in (?ach area 
at least six months previously and holding at leas* five 
shares, and not more than three members nominated by 
the Central Board* Each shareholdei^ has an additional 
vote for each additional five^shares, subject tJ a maximum 
of ten votes, Presh electiop or nominatijli of the mentf- 
bers of each Ijocal Board takes place at^any time deter¬ 
mined by the Central Board within three moiiths preced¬ 
ing the date tfli which the ^)ire<jbors of the Central Bbajrd 
representing IJr: shareholders are due to i^tire, but the 
outgoing mcniBers are eligible for re-flection or re¬ 
nomination ^ A Local Board advUaJ tl«i OentrjJ Board 
An Rneli luutierw as are referred to it, and j>erforiiis such 
duties as arc delegated to it by the Central*Board by 
means of regulations, » * 

No p^rrton can he a Director ofithe Central Board or 
a*meiubei' of a IiLtcal Board, — 

, is if Crovernment oOiciifl or an of an Indian 

Sthte, ^ ^ ^ 

(yj or is, or^at any time^^has adjudicated aii 

iijsalveiit, or bun suspended paynieut, or lias com pomaded 
ti'ith his 'creditofs, g * 

(■1) or is an employee of'any^unk,*or is director of 
any bimk other than' a co-operative bank/ * 

*C4) or does not hold unencumbered slutreii^o^ the Bank 
qj a noniipal value of not less than ^Tts. 5,(^*at aic^^ 
tinm after six montlis from the date of his nomioation 


Of electioiT, * / • * ' 

•(*5^ or fe a member of the Central l^egislature or a*'* 
Provincial Legislature in Indfia. # * * a: 


The first and third restrictions-, however, do not apply 
to th^ Goverribr, Deputy GovernorR -and ihQ*ofl5cial 
representing Goveyiinent on the ^-^ntral Efoard^, ' • 

* Xhe Centra! Soard meets alf least six tiihq^^eMli year- 
The comnjittee of the Central Boardi meets ■ ^0 iinies '.a* 
yeai*/ A -gdjjeral meeting of *th^ shareholders)is held. 
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ajniiidllv within six weeks from the*date tfn which -the 
aiiin^il liocouhts of tlie*^ Bank ar% olosed^* and additional 
genet'iil nVcetingainjay be convened hy the Central Jioard 
at anv either thue* All the iMreetorB of the Central Board 

f 

eoiiMtitnted for tliw first time cnnKisted of the jiomjneafl 
of the (^ov^^nior-l^'enend hi (’oiinc.jb 

4. Funsttens' of t^e Reserve Bank, as provided by the 
BeserVe Bank Act,^—bai J^s/ve of bank noias. To give 
Hie Bank ooiii|tVlc mid uni form control over the currency 
und Cfedit sa stern of the rounfvy, it has been giveia 
ihc-firde iigiit to issue bank ivites. This Vas been done 
also in the iii^irrosls of tlie stability of iia])er currency, 
its tile Think is not acdiiateil jainiarily by the desire to 
earn profits uuhh <^pjipel)ed hr hnv to keep an adequate 
Reserve. the. issiu' of notes, the Bank has to 

iiifiintain a separate Issue Department, the assets of 
whiclj nj/ist /hj kepi separate I'roin those of the Banking 
Department, and are iicjt snbjeet to unv liiibility other 
tliaii the liabiliHes'tlie Def^artmenL .hi resf^ect of the 
jioles issued. Tlier Depiirtment cannot issue hank notes 
to the BiiiijjiTig Depitrtine-jil. or to any one'else, except 
in exelii'.iige d'or other hi^nk notes, or for''such coin, 
bullion or securities as are Jiennifted bv'fhe Act to form 
a pSrt of ilj^^ resetve. The deiAnninatiom of nertes issued 
are lis. 5, AO. *(H.H imik iO^XIO. 

J^very bank nur-e is fegc.) tendw' thrc^ughout British 
Bidia in jjiiiy^netit for the aniount stated thereip, and is 
^uaraiv^ced by the (lovcnior-General in Council* who 
ifuty, liow^A'er* dtclare liy a notification in the Gazette 
uf India that a particulitr series of bank notc^ wfll cease' 
to he legal tepder froai a sfw^c/fied date, except ot an oflfvie* 
or-a^enev of t}lc''I^ank, If-it* anv time the Bank fails 
fo coinpiy with'any prcivisioTiB of the Act," the Governor- 
General Council may declare by a potificat-kpi that 
the JJauk tyis the right of Rote issue, and will 

ttfcereupon take oA*er the liabilities^ of“ the Departr “ 

a fuller dcBcription of the rnnctionfti fw* Funvliowt Ln^ iVorlt- 
ing- of iffy Reserve BanA; of /n(iia» piibljE^hed by the Reserve 



TBE'flESEBVE, BANE OF INDU < , SOI 

* 


ment together with such a portion of the assess of tb© 
'Bank as will be requied to m^et these FiabiJitLea^ and 
thereafter the T>i3ames| of the Issue Department will be 
carried on by such agency as tlie GovwAor-frene^al in 
^'ouncil may determine. When he teJces such aftion, he 
must report .it fully to the Centra^ 'Cegislature within 
three months. ,* * * • 

The assets of the Issue Department consist of gold coin 
and bullion, sterling seeuAties, rupee Join and rupee 
securities of a total value not less than the ;»jnount of 
the iiahilities^of the Department. Oi the asBots 

not, less tha^n two-fiJths must Consist of gold coin arid 
tmllion and stefling securities^ and the value of the gold 
<x)in and bullion must not be less th^p Es./dO crores. The 
rest of the consists of rupee coin/GiJvemraent oS 

^ndia rupee securities, and such hills of exchange and 
promissory notes as are eligible for purchase by the Bank, 
jia stated before. But the vjilue of the Government of 
India, seeurities 'must not e:xceed one‘fourth of the total 
assets, or fis, 50 cioics, whichever amount is less. The 
gold coin and bullion are valur^d at 8*47512 grains of fine ^ 
golS j^er rupee, ami securities are valued ah theij* market ' 
,rate. Of the goM c<nn and buHion not less than seven-’ 
teen'twentieths *musfc be hdd in Britisli Indifj, and the 
wiiofe amount must be I'leld in tlje custody «{jthe Bank 
or its agencies,,but gpid helqnghig 40, the JBjyik which 
is in any other bank, or in any mint, oritre^sijry, or in 
transit ina'y be reckoned as a pari of the assets-* * S^rllnj 
securities have been defined by the Act'as— ' 

. *(11 balances at the credit of the Issue Department of , 


yie Kesfirv^ Bank of India with the* Bank of England; 

ffi); bills eieliange beij,ring two orj more good* 
nurtures, payable in the United Kingdom^'and having* 
a maturity of not ifiore than 90 days; abd » 

(3) Givernmeift ^curities of the Ufiitedy Kingdom 
^atfiting ,wiiihiji ^ years* ■■ ^ 

*Thg Bank' inay, with^ the ftrevious sanctic^i of thn - 
Governor general in Council, for upriod^ not'exc^dinff ^ 
3p ^ays in tlie^first instance, wiilch th^^same ' 


11* 
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sanction,^ be extended from time to tkne by •periods no? 
exceeding ^15 days, hol<f as assetsigeld coin, gold bull^oii 
or sterling securities of^a total T^lue of less than two- 
fifths# of the sects, as-provided above, subject to the 
payment, of a tax at 1 per cent more than the bank ratpf 
if such holding eSdepds 32^ per cent of th& total assets, 
and at a further per cent in^respect of every further 
d^rease of cent or paft of such decrease, with a 

minimum rate of 6 per cent* per annum; but the value 
of tire gold coin and bullion held as assets must not be 
refuted below Rs* 40 crores, as long any sterling 
securities n^e 4ield as assets, , 

{b> Supply currency and coin, The*iteank is obliged 
to convert its T?pte\yito notes of lower value or other 
legal tender coin in such quantities as in its *opiiiioTi ar§ 
needed fou circulation, and to isaue rupee coin on demand 
in tixchirfige for notes, and notes in exchange for legal 
tender coin. The lat/er obligation has been temporarily 
fiusj>ended under life Defence of India Afct. ' * 

(c) Sale and piircha.*ic of sicrllug. For inabtainmg 
Hhe stabiUtr of tfie exteurfal value of lEidito currency; 
pie Baht is reqiiir(;rl to ivjll sterling, ainourtting to not 
less than £]0,OCK), for immediate delii^ry iu London,' 
at a rate n5t lower than 1 5 49^64 d, for a rupee, and 'to 

buy it, in Sniounts imt than the equivalent of Rs. *1 
lakh, at a*rale not liigher than 1 G 3/lG d, per rupee. 
As the ITaj^fk iVas to meet the exchange requii;embnt& of 
(Soverftmejnt, it ,j)urchases sterling from the scheduled 
b^nka by veekly tender or at an intermediate tap safe* 
This affords the banks a ^convenient method of transfer-- 
Vipg their'fund^^ ffoni London to Ijidia^^during the busy 
i^ason. Siii4>e tfie outbreal^ bf the War, the method of 
'calling for weekly tenders .hao been tfemporarily sus¬ 
pended, aW the #BaTik purchases sterling by alfeepting. 

oflers^ * ' t • 

(i) fo Govermnent. >The* xfimt accept 

nloHey. for*the ac<«punt of the Secretary of State and tho* 
Cent^^ and PrcVinciAl Governments in Indiamak^ P^7t^ 
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Tri^ntB on their behjil^ carry out their e^fclianje,,remit¬ 
tance and ofcloer banpn^' opexations^ and ihana^, the 
I>ublic debt. The Centi'al and*Provin^iaJ Gtfvergments 
ja turn must entrust the Bank wi^h aK their rroney^ 
Remittance, exchange and banking taifisactions^in ladiSf 
the management ol' the*public deht'’aiid*th« issue of nhm 
loans in India^ and deposit free from mtergat all tfteir c^pb 
balances with the Bank. But these ftovemments are 
free to cuty on money tiansiictions* at ^jvemment 
treasuries or sub-treasuries, at places wlieTe the 'Bank 
lias no hrauclies, or agencies iif tlie sliape of the brandies 
of the Imperial Bank, and to hold at tliem such balances 
m they may rec^uire* The is entitled 

^to any rcmimemtion, other than tne holdilig oT Govern- 
•merit cash baliinci^s free of interest. But upder agree- 
nmuts with tlie Bank, Provincial GoveTpmente have to 
keep witli it t^udi niiniiuutn balances as may be agreed 
ypov between ♦hem and tlie Banlc. • They have to nieeti 
any teuriporary delicits ift% thc^e ftiinipium balances, 

* either by issuing their own Jpensury bills by obtain-* 
ing ways^ imd means advance from the Bank * it a rate 

' not exceeding the bunk rate* ^^he advances musf be 
.paid wiUiin tly'ee monibs. The rupee hJkns of the 
f^fitral and ProvinciarGoi/err'^ents'iire floated through 
the Public'Debt Offise of the. Bifuk/irramounts, on terras^ 
apd at times settled by themjri consrrttafloA with the 
Bunk. Ah remuneration for the rnanagem^t'-of ifoo 
public debt, it receives half-yearly a commission of 

* Ss. 1 ,C00^pei' crore of rupees^ of the debt. * * 

\The B^nk has to keep cfurfency dhests a* Govemmeijtfr 
treasuries and sub-treasuries, its own officeijand agerib» 9 , 
*iimnberiug ab<mt *1,300,, and to keep ibe*cheats supplied 
with ^ufiRcieiit tfnotes and coin to pjoitide dUrrancy for 
- thflu transactiona oS Government, *and reaeofiable femi’t* 

* tanQ 9 fa&ilftiea tb Banka and the pullic ftt*l^\ft rates'.' Ttti 
is-kiso required to remit, on accoijpt ot 
.Govesndtent, between India and CfO&dbn, the ^mountu 
^requVed by fi^Jutter^gt the market Eftte*ot^the^da^fott 
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t^kgraplvc traasfers, oj such a^eragft rate ‘based on- a 
long^i^ period, as may be fixed by tgteemgat between the 
two parties* ' , f 

The CentraP \fcnd Provincial Governments resort to 
short-term borrowing in the shape of treaaory bills issued 
fo;- 3 months* are sold through the offices of the 

Reserve Bant either by teiideftor at an intermediate 
tap rate. If tender? received ^are in excess of the amount 
offered, a proportionate allotment is made, the minimum 
allotment'’bping Rf!. 25,000* When Governments re- 
qtyrd accoiumodiition for a shorter period^ tliey obtain 
ways and nieims advance^t from the Bank. , 

The Bank*s advice i^ frequently obtained by Govern¬ 
ments ift connection^with the issue of new loans, conver- 
wons of old ones, investment of funds, agricultural credit, 
co-Oi>era(:iQn. banking and credit legislation, etc. It* 
co-oidin«tea the borrowing programmes of the Central and 
Pi'Ovineial Oovemraeqta, in order to remove uneconomic 
competitjoTi Ijetwoc^i them. It alst» htcilUates tile floatgL- 
tion of the logins of ProvirfcJal Governments, J)y under¬ 
writing thein witii the liel/^ of the large scheduled banks 
and shafebroKers, U minimises the effects‘of Govern¬ 
ment 'borrowing operation on trade anfl industry, and 
at the sarn^ time secures the best ijossible ternae for the 
borrowing •Govet ntnentsfe » * " ' 

(e) A 'Bhnkt—The Eererve iBank has been 

given thistj^itfon to eiiujblc it to regulate the credit eyid 
bcnking iS^'steni ^f the country* The Central Govern¬ 
ment directs the'inclusion, in the second schedule uqdior 
the Act, of every compan^^ legally incorporated iii^or out-* 
side British India, sb long*a€? it carries on banking busi* 
in Britifh* tcidia, and has a paid-up capiUhand re- 
^rve of the real pr exchangeable valqe, ood not merely 
the bopk mlue j^^own in the halance-she^, of Bs. ^ lakhs, 
a^dstennii^d by Eeserve Bank^ after inspecting, if, 
ifeceas^fry^ the applj^ing bank’s Jxfokt. •The'intlusion 
a in'^e schedule gives no continuing guarantee^ of. 

souhdness of liability. Its fitness to bp -retained inf 
the BC^edu^ ^ can be tested the ^esfrve Bafik- at 
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Government instance, and if i|8 capital and seaerve*^ 
found to havQ^ fall^^elow the prescribed ininiiA^pit or 
if it ceases to carry onfcanking business^ it willjbe removed 
from the schedule. In 1944,* there vfAe 76 sobaduled 
■ banks with 2,065 branches* They form a heterogeneous 
group, consisting of the Iiiiperjal the 16 Exchajige 

Banks, the *Big Five'^Iigdian banks, and'otherg ranging 
from those with large paid-up capita^and reserves,* to 
recently established institntionB, with capital and 
reserves of just over Bs* 5 iaklis* ^ •* 

Each scheduled bank has to maintain with the Efes^rve 
Bank a balanpe not iess than 5 per cent of its demand 
and 2 per ce»t of its time liabilities. ^ This' balance is 
inadequate to guarantee the de]p<^its«., Its object is to 
enable thfe Keserve Bank to exercise some control owr 
the banking system* Every scheduled bankjias to send 
to the Central Governnjent and the Eeser’^ Bank a 
w'eekiy return (monthly, if the Bayk decides that a weekly 
♦letwrn’'is not ft^cticable owing to tfic geographical posi-* 
tion of a bank and its bHnches) of itsi [losition in the 
prescribed* form. The Refi^rve Bank ret^uired h? 
publish a conBoUdated statement of the^e retSins, as il 
is a very us^^ul guide to file money conditjonsf in t£^ 
Country** Failure to subfhit a return makes Hi bank liable 
*tf)*a penalty of Rs. Iti?) per day of failure** ^^If it fails to 
maintain the'minmmni beJance, *if has*i<f pay penal 
interest at prescribed rates to the R^ierte^Bank, and 
is prohibited from accepting fresh ifeposits^*during 4be 
,f^iod of Idefault, and its directors and officers are fined» 
if they aye knowingly parties to the default* * * 

\ In return for these restrictions, *a, scheduled bank'has 
the facility of hnancial asfliistan.ee from# th^BeservA S$,hk 
ill the shape of jediscount of eligible*biHa, or loans aid 
advances agaipst eligible securities, nroinpte the 
deyelopment of saund banking, Resei;jire Bank^ ii^ 
jgranting areditf takeS into aqpount* not only natflfe 
of the si^rity offered to it, but also the gen&W Cbnditioir 
ofi th^ bank applyu^ for aid, i^dgth^iHaniier oft its ^t^l 
.busIheBSi*w^t|}er it ^ys unduly high ratgs o^inter^lE 
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on "deposits, or,applies f<jt‘ help fr^i the Eesferve Bank, 
even fWhen-money conditions are lefy ea^y, or has been 
indulginj? overfrading- or in i/isecured business ex¬ 
cess! vciy, or granting excessive credit for speculation in 
commodities and s^urities. To prevent misuse of its 
credit facilities, Reserve Bank can call for such 
information, or imxxjse such epnditions on the applying 
bu-nk, as it ttiink necessary. It may also refuse 

to rediscount the^ paper of any scheduled bank, without 
giving a But properly managed scheduled banks 

can ahvaya depend upon accomTModaiion from the Reserve 
Bank, duriijg porj(jds of stringency or eqicrgency, pro¬ 
vided they offer ^satisfactory security. * 

(1) Di^^oinits advfiuccs fo, ^fcheduled hanks- 

*(i) The Act autliorizc:^ tlje Reserve Bank t<> purchase* 
sell and rediscoiiut bills of exchange and promissory notes 
payable iA' Ijidkt and arising oiff of bona fide commercial 
transactions, bearing (wo or more good signiitures, one 
of which must be tlikt of a scheduled baofi?, and iriaturmg 
within 90 davs, time anL'Tu>t deniand bills or notes* 
I'he ftC'hedoIfd bank cunceiiued has, thereford^, to supply 
'the Reso/ve Bfink with information regarding the credit 
standing of tlje persons, from whom iij^ obtains these 
bills, tlie ntiffiute of the business In which they ar(? engaged 
and for each bill is^drawn, and their other liabilities', 

and the Rewei^ve Biink may *1 ro make a separate enquiry 
regarding #thj& persons; m that it may be sufe of the 
soenidness k/i* the ^security and the nature of the trans¬ 
actions* Banks can make promissory notes *accep^b^ 
the Reserve Bank for .rediscount by changing them 
ijiVo time ones, if they arc demand ones, as the staipp 
duty has been fedvuced, and ty drawing them to finance 
definite business transactions. , t- 

(ii) ^he Act authorizes the Reserve Bjpik to purchase, 
sell or rediscount 'agricultural bills or promissory notes, 
Iviiich -are payable ^in lijdia, berfr <iW«’ or •mure good 
eignatixea/'bne of which must be that of a' scheduled 
bani oli a provin^al«.co 7 operatLve bank, are-lstsued Sot, 
finaiLCQ^ se^nai agricultural op^i^ations^oi /ilie marketing 



THE' ffl&EmTi BANK OP INDIA 


of^ crops, aifid mature withio 9 months from the date of 
pufchase or rediscouot^y the EeServe Bank. Ifen^^, fb© 
provincial co-operative ^bank offering bjlls for tedi^unfc, 
and the central co-operative barik, or m^nketiii^ or^ware¬ 
housing society, whose second signatiyre appears on them, 
must be financially sound. As som^ of the provincial 
co-operative banka haveieen workln"^ oit low cash balitn- 
ces, the Eeserv'e Bank tasf informed all of them that they 
should maintain with the'Bank 1 and? per cent of 
their time and demand liabilities respectively. ^Moreover, 
the bills and notes must not be payable on ^emand^ and 
must not contain conditions, <isuch as p^pal interest^^in 
the case of def|mlt, repayment of the loan elhrlier under 
certain conditions, etc. • 

(iiil The Act authorizes the Blink to^urchaee, 

and rediscount bills and promissory notes drawn in 
India for holding or trading in Government^^ecurities^ 
bearing the signature of ^ scheduled bank and maturing 
within 90 day*. But this provisdoii has remained in¬ 
operative on acCbunt of-absence*of a bjli market to 
.finance de^ings in Government securitiA. 

*(iv) The,Act authorizes tbe^*Beserve Baalifto 4 «irchase,^ 
sell or rediscotyit bills of eAhang©, including treasury 


hills, drawn iifor on any*phice in the Unite^ Kingdom/ 
aud maturing within 90 days, provided that no such 
purchase, sale pr rediscount is mUdCnit^ Indijj, except with 
a scli^duied bank. *, " , , 

"The Act authorizes the Reserve Bank*4;§ make to 
scheduled Jjanks loans and advances .^repaj’apble* on 3e- 


mafnd, or on the expiry of fixed periods not exceeding 
.9p day^ against^ the secudtY’of (q) stocks, funds ana 
B^nritiea *111 which a trustee is authorized fo invest 
money'by the Trust law, gold or silvei^or documeftts 
of title to the'saifie, (c? such bilk of fexc'iiange and prb'- 
missorj’ notes are eligible for purthase 0 ^ rediscount 
by^the Be^rve B^k, and (d) pAqaiasory ayy ■ 

fech^dulea bank or provincial c(>-operative bELnJgF.^HPP^^®^, 
hy dociyneDts of title to goods, which have ^bee^ transr 
fejTud^ or ^iedged^ to the bank bS s^iirity, for* a casb 



m* 


BANKING Df INDIA.\ ' 

credit'granted for bona fide commercial trangl^tiona, 
for'the^^ pdrpoee of finaiitfing seasd^pal agricultural opera* 
tiona'or th^ markejing of crops, -^s regards (a) and (W, 
the Reserve Bank must'keep a sufficient margin ^ and 
as regards (a) it must further see that the securities are 
readily marketable * 

.^2) Renii/ta^iCff faAliths to scheduled banks. A sched¬ 
uled bank can remit ujoney as follows :— 

^a) Rs. 10,000 or multiplet^ tliereof, between its ac- 
- counts at the offices of the Reserve Bank, free of eJiarge, 
(6) (Once^'af week Rs. 5,000, or multiples thereof, to 
its principal account w’^ifchithe Reserve Bank, from any^ 
place at whirh it has un office and at which tne Reserve 
Bank has an agency, free of charge. 

(r) OtHtr rmisflanA;? to its principal account, subject 
to* a charge of 1/64 per cent. 

(d) Oth^f remittances between accounts maintained 
at the Reserve Bank or its agencies, up to Rs. 5,000, 
1/16 per cent, and.ov^r, 1/32 per cent. In addition, 
Wegraphic transfers, and draf^: in favour of third parties* 
are issued, su\Fj6et to the limits on drawings pn'treasury 
agencies, vt fh^ rates inentfoned under (d) ab 9 ve. 

,{3) Nfin-soheduhd banks. Their poor c^^pital structure 
is seen from^the fact that, out Qf 600 of tltem, operating 
in British India and sending copies of Ihtir cash reBetye^ 
returns ana f)alimce*fihdVts to the Reserve Bank, as 
required by^lje Indian Companies Act, 335 have pajd>up 
capital anl^ serve below Rs, 50,000^ Although nert 
obliged *by ♦the Bweerve Bank Act, the Resejrve Banli 
keeps in touch with them and readily gives advice 
thetp, as some of them aie ^jotential scheduled banks* 
Furjthe/, it giV'es,to such of them, as are registered under 
thje*'Indian Companies Act, arS dojng banking business 
in British India, a:Ad liave paid-up capital and reserve of 
Rs* 60,000 ^d over, special remittance focilitiee it the 
coy<;ewqp^l rates of Xf\6 and 1/32 pei^cent, for eraouirts 
up t6' R?. ^♦pOO, and overf aa against*!/^ Itnd, 1/16-per* 
c^pt «h^ged to the public. The total number of non*' 
scheduled banks included in the list of banks approved fbr 



'THE'BBSiillVE BANK OP INDIA 93? 

* 

these conc^aaioBalt ra^es was ^ at the* end'" of Jfine 
1943,‘ ♦ ’ 

(f) The Reserve to Q§fii^liure ,—As the 

supply of finance to agriculture is the' most im^rtant 
and yet the most difficult of the ^ipblemg (jf Indian 
banking, the Beserve IJank Act makeepthe i^sourcea'of 
the Bank available to ^agyculture Within limits imposed 
by strict adherence to cent^^il banking piinciples* Thus, 
as mentioned before in (ti) of discounts for scheduled 
banks, the Beservo Bank is authorized to pulrdiasa, sell 
or rediscount'^gricultural {yaper^ Further, j^t is authorized 
to give louUB JJiid advances, for periods not ^exceeding 
00 days, to ^ovincial co-operative banks against (0 
Government securities subject to Iftrflts Ifhi matins, (tp 
jftpproved debentures of recognized land mortgage banks, 
which are declared trustee securities and readily 
marketable, {tii) promissory notes of app/oved co-opera¬ 
tive mur^keting gr warehouse societies, endorsed by pro- 
vinciil co-operative banks, drawn, for the marketing 
of crops, (/t>) promissi^Ty notes of proviucJUl co-operative 
banka, secured by warehouse Warrants, isandQ by corpo-* 
rations indepeTu^ent of the bofroM^err and (t?) pro«*issory^ 
'notes of centra>.co-operatiye banks, endorsed Jby prorin- ' 
ci^I^j^o-operative Thanks, «,nd drawn for ^nano^ seasonal 
agineuUural opYat^ons or tTte nArket^g t^'ops. 

Finally, the Eeserve^ Bank^is authorizgl io rediscount 
the promissory notes menlioued in m, tv, a!l»i t? jtbovfi, 
if they mature witliin 9 months, and tofliscount treasury 
bi3ap purchased by the provincial co-operative banks. * . 

Most ef the proyincial co-opopitive banka have adequate,, 
fu^g at present. But pf them ^were assist^ 

the past* by the ^Reserve Bank, and the^ wifi be assisted'^ 
in future, in case oT need, in the ways mentioned above, 
and sullject to Ae limitations stated •later. •iMo'reaver* 
t^eBe"ba^s,«ai^ ^e«cc&tral banks affiliated |o them haytf ' 
b^UAplaced on almost the same footing a^Tsd^^dnled 

/ Bbe ci tlia Ceninil Board of tlw fUwfve BaD^ for Ibo * 

Both ^ a * * ' ^ 
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b^nks foi' the, grant of temittancA facilities. Tinally, the 
Kescrte Bank is prepared to gram a retiate up to 1 ’per 
cent to provincial bankc rediscoilnting agricultural bills 
with *it, provi^i^d the benefit of the rebate is passed on 
to the agriculturists through the central banks. 

.As the Bank is not ^authorized give long¬ 

term loans, the only assistance "^that it can give to land 
mortgage banka is in the foi;Tn of loans and advances for 
not more than 50 days against Government securities, 
in an emergency, to those of them which have been 
decl&red to be provincial co-operative ban!ca under the 
Act. The JleSserve Bank can also help f^en by buying 
their deb^turep or making loans againsl? them, provided 
Aat the*, debjenkiree^ have been guaranteed by Govern- 
iiient and are marketable. 

The Bank has a special Agricultural Credit Depart¬ 
ment, the functions of which.. — 

(1) to maintain ancexpert staff to study all questions 
of agricultural credit and to be availabW for consultation 
by the Govemor-General iif'Council* Provincial Govem- 

, ments,^ ^roiftincial co*oper^tive banks and dcher banks;' 
and ' ' , 

(2) lo co-ordinate the operations of life Bank in con¬ 

nection w?uh agricultural credit^ and its relations with 
provincial cO-operSitive •banks, and any other banks' or 
organizaticM^ eng^iged m the buftineas'of agricultural 
credit, ^ «'■ 

'The^Ddpartmejjt is engaged in an intensive study of 
problems f jlating to rural finance, and the rfesults o| ijfa 
investigatione a^e being piibiished in the form pf bulletins 
■ from time .to^time. Further, Its services^are beyig utili^d 
bjrV'ProvinciaJt Governments'and others for consultation 
,and guidance leggtrding various problepis *ot rar^ finance 
and a^enjies feyr the rehabilitation of^the co-o!»rative 
ECjovement.^ ■ ‘ i 

'' The'Bapk was requiredtby the^ct to submit tb Qqveifl* 
ment ‘frilffini threp years from its inauguratibn a report ^ 
pfoposals, if tit thought fit, for legislation \mr^ ^ 

: impi^vement of maebjnerr /p 4 dealing" witH 
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agriculturaJ finance and methods, for effecting a closer 
connection betweentaj^ricultural^enterprise* and thifcopera- 
tioT[^ of the B&nk; aijd » 

(2) the extension of the provisions olEfhe ^ct relating 
^to scheduled banks to persons and firq^s engaged in British 
India in th§ business of banking, 

Accordingly, the Bank submitted a report the Gbv* 
ernment of India at the ''end of 1937 eji^plaining that, it 
would not be possible for'' the Bank ti>* lend to agricul¬ 
turists direct, or to supply normal agrfculturjl credit to 
co-operative banks, for the following reason^/ The.Bank 
holds the cash reserves, or 'the fluid rjesource agafnst 


deposits, of al^ the important banks in Indikr As these 
reserves form by far the largest portidti of the Bank's 
working capital, it must be Banl?<^s’ Barfk irfan em^r- 
*gcncy and cannot be theii ordinary financing agency. 
The funds which sdieduled banks are comj>efkjd to keep 
with it, so that the entire^pool may be available in times 
of emergency,•cannot be locked^ ‘tip by it in forms 
business ^which 'the sched^d (Janke themselves would 
.not undei^^ike on account of the risk, the period, the 
lack of liquidity or other reiAons* It is ‘for this reason 
that the Benkjkeeps a jargea^rtion of its funds in cash, 
and invests nfoat of the*reniainder in read^y realisablrf 
‘Q-oJvemment Seeuritiesr anjl Treasury, Bills, and that its 
business is limited by law to sl5>rt* periods^agd self-liqui¬ 
dating securities. Moreover, it ia no fuj^otiun of a central 
bank to "provide directly day *to day fiuaflce; for credit 
jpstitutioi]^, but rather to produce monetary conditions 
Iinfler which there will be adequate facilities for all tho^ 


seeking credit for legitimate*'purppses or having fundB 
invest* Furtherj the bailing and kiVkstmeni; ^fthiiT 
can be developed in Xndia only if thS -pilblic, feels t#>h- 
fidence in the crtdit agencies* This'confidence can tfe 
develc^d, only if the agencies butldnup thqjt own bu&i- 
on^t^ir^own^'resources and lines whiyh^Jo ijot* 
involve reliance* from day to ttay on an 'even 

tfie cen^jpal institution*, The co-operatire banks, tperefon^ 
; like.the commercial banks, must dbanfl bn their own legs 
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and obtaii? their normal finance from depoBite, and 
not exf.ect the fleaerve Biank to supply it, or to act a& the 
apex baiik^ of the' movement. TJie Reserve Bank .can 
nmke advances'to them,' only when the ordinary pool 
of commercial credits appears inadequate to meet the rea-, 
sonable bueineas 'rr^uirementa of the country. The 
lie serve Bifnt oiast follow the ^Ltpae basic principles in 
making advances to co-operatiVe banks as those for other 
forins of credit, and must retain the discretion to judgo 
for itself tbf advisability and expediency of gi*aiiling ac- 
cominodation’according to the circumstances^pf the time. 
It will also liave to insijsii on proviiichil banks, which 
lire approv\;d for financial aKsistance, uiaiataining finan¬ 
cial statements cqrjain forms, and submitting them 
periodicahy td it, and mamtaming with it a minimum^ 
i)alanc:e of^2i and I per cent of demand and time liabi¬ 
lities i^spfctiv^. It must also have the right to inspect 
such banks* Even then all fhat it can do is to help 
them to tide over a temporary shortage of funds,, and 
ne the fmida^ advanoed muf4 Hje repaid within ^the time 
limit allowe^^by the Act, they cannot use tfe funds for 
"the purpose of 'continuing finance. For the same reasons, 
iu cannot make any provisloli for giving them cash credit 
facilities, iipd they should be satisfied the provision 
in the*Act^fcr gra/iting^tbem advances against Govern¬ 
ment securities for-ninety dsiya. 

Co-opera^tois regard the above restrictions as imduly 
stringent aafd conservative, but all that the Reserve Bank 
has been ible to*' do is to promise giving oo-operati’se 
bsfiikfl advice from time to time to enable them to organizib 
.their business on sovnd libesf and issuisag them instruc-’^ 
tio^io indicating' }Jhe criteria pf sound banking, which 
would justify'its making advances to^them, and laying 
down the procedure for obtaining loans aryl advance from 
it, wheh' thi essential .conditiona of sound central banking 
aff' exprossed its ^ constitution are4^ fulfilled, ^FmaUy,., 
for thetrSttee reasons as those stated above,- it cam^li'' 
grant loog-fenn rifral predit. It is not prepared^ even to 
pufeh^ the debentures issued hj land mortgage baiiksC 
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at thifl sta^ of it$ development, beeanae the debentures 
may not be easily yalJable and*inay, thereford, ^volve 
the locking up 'ijf its funds. * * 

(g) The Reserve Sink and *indifjehoit;s baukers .—In 
May 1937 the Reserve Bank igent a circular lette/to all 
scheduled banks and Shroif Associj^tions stating that, 
under the prevailing conditions of grea^ jiuoabers of in- 
digenoua bankers and of hsgldy personal and charac¬ 
ter of their business, thef^Bank could *clcal with thein 
only throngli some iutenncdiate agency which would share 
with it the financial responsibility and unflertakg the 
iiecessaiy d^ftailed examihatieii and contrj)!, but thatr it 
was prepared ^to consider inf>st carefully aii^f practical 
scheme for orgi^aii^ing indigenous bankers to enable credit 
to be afFoi;d<?d to them direct. Sft^h of^faMizafriftna must 
'be self-contained legal ciititieg with resources and depo¬ 
sits with the Reserve Bank at least equiJL to those 
stipulated for the scheduled banks, irLusr maimain sepa¬ 
rate^ and piot^ci'ly audited account^ of their banking 
husinesB, and ihust JiCgr^ate their otlier businesses," 
, which mu^ be confined to bona fide tmdihg, and must 
libt be speculative. Pending the establisjiflient of such 
organizations, ^the Bank suggested *m the letter % provi- 
i^ional sclicme^by which the Bank would majke advance*? 
%ig(jtinst hona jidt trade- bills originating wi^h'" a merchant 
or agriculturist/;, and endorsed indigehous' bank^ 

and .discounted with a scheduled b^g 1 k^ and against 
promisstJry notes originating with an indi^ijous banker 
jvitli a possible second signature, and discountied by ^ 
^dieduled bank. Scheduled banks would keep list^ of 
indig^efiouB banjeers with whom they w^ero prepared to 
do;the above business, with record shovirfg the 
of the credit which ^ould safely be j^ivea toJhem.^', 
Shroffs' As^ciations'and commercial organizations did 
not al^ee to tffiese views of the Reserve *Banh, which 
pffeferr^d ^indirec^* linking and Suggested veg; ohe»gus 
*coQditioni feSf direct linking, cfti the ground |lie'vfesve 
'were qpntrary to the recommendations of* tTta^ Centi^l 
Basiftmg ^t 4 iuij 7 .Committee, %vlII mEbde too much of ibS 
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difficiultiefl of direct llnMng. The Eeserve B;:rnk, there¬ 
fore» anncunced in Augqjit 1937 ajiother scheme for tte 
direct linkiog of indigenous bankers with- itself, in con- 
eonance wi^h the reconimendattoiis Uf the Central Banking 
Committee, and stated that if it was approved by the 
indigenouc bankers,^ the .Bank would recommend legis¬ 
lation to the Goveri*menfc of India for givihg effect to 
it* Under h llie indigenous bankeis were to be registered 
in the books oi the Eeserve .Bank and could open an 
account in any Qf Uie offices of the Bank, rediscount 
eligible with it, secure advances from it against 

Govcrtiment securities, and obtain remittatfCe facilities 
from itj in.thf? same way as scheduled banks, if they 
flatLsfiefl the foUpw’ing conditions * 

(1) Th^y mustr^onfy:e their business to banking proper 
ae defined by the Indian Cornpanies Act. 

(2) They must file with tlic Reserve Bank the periodical 
fitatemenh/ prescribed for the ^heduled banks, publish 
the returns prescribed for banking comimnies by the^ 
Companies Act, and be liable to tfie satne penallieff for 
non-compliance*. 

(3) They ^nust have a minimum working ^capital of 

Rb* 2 laklfs, w^hich must gradually be increased to Es. 5 
lakhs vPjthin a reasonable [ieriod. % 

(4) They must submit themselves, like the s6hedu|^ed^ 
banks, to Laving iheir rbusiitesB regulated on banking 
lines, when necessary. But unlike the scheduled banks, 
they would b^^free from the obligation of keeping deposits 
with the Ec^rve Jpunk, unless any of their weekly state¬ 
ments sliowed that their time and demand liabilitiei 
exceeded five times the ampunt of their capital* 

\-<(3) They must furbish the names, and the extent cf 
thW^hiterest, tlvlr business 'partners, if any, and the 
n^me.s and interest of their co-sharersthey belonged 
to a Hipdu Joint,, family. The partners ^and co-s^arera- 
.must furnish statements undertaking their full share, of 
■ the'.liabilities of the 'busmess, ^\ 

; The vibwCc3tpresged by different classes of indigenous ‘ 
l^jaJkers the scheme .showed that all of theni^diSagreed 
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Tvith the Reserve Batik's suggestions regarding the taking 
of'deposits and givki§+* due pubScity to ancounts,^ Ohly 
some of them Were agreeable to its conditions regatding 
the maintenance of accounts^ in an approved fonUi. 
^Although they generally agreed that^speculative bWainesa 
should be n^ed out, none of them war.-prepared \o confine 
himself to banking business only. they desired 

the Bank's scheme to so modified to be incom¬ 
patible with its main proposals, ^ 

The Reserve Bank has, therefore, been compelled for 
the present to communicate to the Government of,India 
its inability to recommend legislation ^to amend *the 
Reserve BanAct for extending its provisions relating 
to scheduled banks to indigenous bankers* But, it has 
etated in its Statutory Report Ifn Agri^ultUt'^J Credit 
referred to above that, if at any time in future the indi¬ 
genous bankers are prepared to accept its schj^me, or to 
euggest any practical alternative, it wilF be prepared to 
jfcake the matter up with the Government of India with 
a view {o legistation, aiu^4(hat in the meanwhile it ii 
:y3tive]y investigating the possibility of" creating a bill 
market, in which first*clas3 Hills are freely negotiated, by 
encouraging formation ftf acceptance houses or in 
other wjiys* • . . ** 

4f such a market can hg developed, it will be possible 
for the Reserve Bank to extend its open ^market opera- 
.tions. to trade bills, gs it has been doigg government 
eecurities, and this will give first-class indigc'i^ous bankers 
Ahe closer.and ultimately the direct relfttionsfcp fhat they 
Wish, without compelling them to modify the essential 
charaeteif of their business, pr to submit to unduly tig^d^ 
restrictioTfis. But we have^ considered in Action the 
previous chapter thd difficulties in tie way,of sinSf* a 
develppmeot^ jffii the' Reserve Barfb itself appreciates 
them* fully. The prospectB of establishing^a coimection 
beWee^ th^ and the indi^ehous bankf^ m Aia 

mahner, therefore,'aru' not ht all briglft.*^jDCe,* 
i^elingi IB. growing among disinterested expert ^"bserV^QI^ 
tbstt tfae onlF solution of the probil^lieB in a eotppromisqi 
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by^which the Eeserve Bank, realising tiie impoesibility of 
applyi^.g modern banking standards immediately to iiidi- 
genots bailkerp, ^ill temporarily^ relaK the restrictions 
that it ^wishes te impose upon themj^ and the latter, realis' 
ing the necessity, ip their own interests, of formalising 
their methods of btriness on lines approximating to those 
of the joint st^pk banks, wHll take steps to do so, ao as 
to he ready to »^ubinit thenisclvt.s gradually to more rigid 
restrictions of th^ Eesen^e Bank. 

‘ . (10 r/ip Resettle Bank's direct dealings 7oith the p«b- 
lie, —^hen^n tlie opinion of the Central Board of the 
Bank, or of itf; Committor or Governor, if the Board 
delegates this i)Ower to it or him, it i^‘expedient to 
’ regulate credit ijp. the interests of Indian trade, industry 
and ugndlflturft, the Bink is allowed by the Act to deal 
direct with individuals and firms by (0 parcimsing, selling 
dr discountfrig any of the bills or notes specified above 
under ‘Biscoanfs for i^heduled banks’, although they 
do not hear tlie sign^tivre of a scheduled hank on a pro-? 
vincial co-opepative hank, Cii) purchAsing or selling 
flterhng in amounts of not Icks than the eqvl’^al^n.t o| 
Rs. 1 lakl\ 8 t (ill) making loans or advances on the 
same conditions as those imntioned abaije for making 
Ifiieni* to scheduled banks. TJutS, the normal gelations 
of the l^scrv^ Bank scheduled banks only, and - 

it is not allowi^d t(^ Jiave Mirect dealipgs wftb commerce 
and the general public, as this WvU mean competition 
with the^ barihk. ' ’’ 

,, (it The Bank dwd ^nonetary reform. —The, Act haa 
.provided that when the Bank is of opinion that tife ' 
international monetary posil^iort has become srffficiently. 
clear* ,nnd stable (o make it,pp!jsible to determihe whaf 
will^e suitable a permanent basis fo|; the Indian 
,monetary syatem arfd to frame perraandn^ measure^ for 
a monptATy it will report its views to th& 

jSo^crnor;?£reneral in Councih * ' f ' 

,^55xcept(^afft stlierwiae provided abovS, the Bank is 
rail ted hyi the Act ^ flora— , ^ 

- engaging m trade, ot otherwise hayu;g a direct 

I ■ * 
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mtereBt m afiy commercial» industrial, or other ilnder- 
taking, exceptusuch iptorest as it aiay acquire in the oout^ 
of the satisfaction of its claims: provided tbait all/such 
interests ate disposed of as early as possible;-' 

(2) purchasing its own shares, or the shares of any 

other bank or company, or granting loans upon the 
security of any such sha*'es; ' ♦ . * 

(3) advancing inoney on the mortgage of, or otherwise 
on the security of, immovable property,^ir becoming the 
owner of immovable property, except so far as ia necessary 
for its own business premises and resiicteitdtes for its 
employees; 

(4) making ^secured loans or advances; 

(5) drawing or accepting bills payable, otherwise than 

on demand; and * ^ ^ ^ ' 

• (6) allow’ing interest on deposits or current aceounti- 

(j) Control of foreign exchange^ gold and seotirifies 
dunjig the IKar.—The ccntrol of all deeliiig8''in India 
in foreign excl;^iige during the War Ls prescribed by the 
l)efence of Indtti Eegulatigns, whic^i are administered* 
,by tile ReBer%''e Bank on befialf of the GrOVernment of 
India* The Bank has establietied an liscb.B>nge Control 
Department for this v^^ork* T^e aim of exchange control 
is t<i conserve Joreigti ejcchange resources, to prevent* 
iliglit of eapiiaf and fo make speculative or arbitrage 
operations in .exchange impos^ibio. To this end, all 
dealir^s of the public in foreign exchange are required 
tV be transacted only* through autliorJze& inters, which 
include tlys exchange banks and a fow Indian" banks. 
Ncf resixictions are placed on the purchase and aale^of* 
*British* Empire currencies wi*h the exception of Cana-^ 
dftiiji. New Potindland and I'longJfong ^df^lara, because- 
by arrangement amor^g the Govenmief ts al the Eriljwre 
countries, for fh^purpose of exchang«^^cdiitroI, the Emr 
pire has been formed into a single cjjriiency unit^ called 
,the'sterling area* ,'But no remittances can Tie maifla^tp. 
^ny*country oufkide thci sterlinjg area unless JJie Vemitftr 
applies /or foreign exchange for om of the* 
purposes pajntaent of impofts/ (ii) petty^ privaie^ 
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remittances, (iii) travelling expenaea) (iv)* ^ther trade 
purposes' such^ as freight, profits and royalties and ’tv) 
capitaf reihittanees* ^ ^ 

Authorit:ed dealers are' permitted by the Reserve Bank 
to seli exchange sjgainst (i) mentioned above, if 
applicant* undertakes to produce customs entry forms, to 
prove that th^i'gpods'nad been imported into India; against 
(iij and (iii) up to certain prescribed amountfl, larger 
amounts requiriiig the previous special sanction of the 
Reserve Bank; against (iv) if the applicant provides proof 
in the sha'pe^of certificates from Chartered Accountants 
or‘Other suitable evidence; andagainst (v) only with the 
previous express sanction of the Eeservp Bank, which 
gives it only ir very exceptional cireumstancea. The 
dealers aie fa’^bidden* to sell foreign exchange except to^ 
residents in India* They can enter into forward con* 
tracts, but^ only after making certain that they are in 
cover of * genuine trade transactions. They have to 
submit daily return^ of all these transactions, supported 
by the application fiorms received, to thfe Reserve Bank* 
Crold can be exported or imported by authorized dealers 
pnly, under licences given by the Reserve Bank^ Licences 
are givpn for exports to the^^United Kingdom, if the gold 
cs consigned to one of the , London bullion^-brokers^ 
authorized uy the Bank of England, anrf to the U.S*A./ 
if the dealers ^undertake V> surrender the dollar proceeds 
to the ReseV’^ Bank* Imports arg permitted, if no ex¬ 
penditure di dollars or other important carrency is 

ini^lved. tThe Bji^nk gives licences freely for import and 
export of j^ecurities, expressed payable in Empire ctii*- 
rbneies, from and to any place in the ifterling 

area.' Licences, are ‘ given for the export of forei^ 
sec^ities for o&le' if an undertaking is given that the 
proceeds would "be* suirenderod to the 'resign agents of 
a bank «ip Xndia.« ^11 these controls will be abandoned 
^ft^r the Wftr, when tonditiona # 

Effeb^eness oi the bf'the ^Res^rro; 

Bank —The Reserve Bank is performing mq^ 

f\2iictions (SoiA&Idbred above satisfactorily, bvt‘H ia 
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doubtful wkether tt* can perform a few of them in the 
saiie manner, under the prevailing conditions, ThuJt, 
the monopoly of nofe issue is meant to give is cottiplete 
control over the amodiit of cash and ttiejefore credit in 
ihe country, as notes form the most iiApoi^tant part of 
the purchasing power of the counti^^ current, deposits 
come next, 5nd rupees last.‘ ihe^Bank eanaofc 

obtain the complete coiitr^jl for the follovClng reoipone — 


(1) Its present reserve is so regulateri as to secure 'a 
certain volume of gold or fitcrling secru^ities. But gold 
does not circulate in the country, and the c^pniition that 


gold from tlie reserve can*be S(jld only in units of 400 qz. 
eficb, is to discourage conversiorf of, notes into 

gold for domestic purposes. Only a sijiall quantity of 
rupees is kept in the reserve for meeting Uie demand of 
Jllie public for sriifvll change. The reserve is thus heid 
primarily for meeting the external liabilities of the 


country. « 

(2) The scheduled banks keep with themselves a sub* 
fttanlial reserve in the iorr^oi notes, in addition to the 
5 and 2 per cent of the demand and'timpi HabiUties that 
they are oBIiged to keep with the Eeserve .Bank, They 
can use these notes for mippq^ing jnflation‘‘for ebme time* 
without approi^jhing the Beserve Bank. It is onIJ wheft, 
4hqy addpt the* British practice of keeping All their re¬ 
serves, except till money, W'ith the BeServe Bi'nk, that the 
Bank can know early about y^hanges In cre€ii conditions, 

(3) * 06 all the central banks-in th^ w6rl<?.^^h6 Reserve 
^ank of India alone has copied the Bank or Engla:^*s 
special feature of separation into Issue and Bankings" 
Departments, The Macmillan Committee on FinaiSce 
and Industry in England licife pointed out>that the* only, 

’Solid reason for the sepdAtion in I^gl^jnd is 
supplies a coifvenient method of diviaiifg the profits of 
the Bank of BKgiand, the profits of Jho Issue apd bank¬ 
ing Depttftments gping respectively to the ^ Engjisl^ 
'GQTernSi«nf*aild Bank. ^But as wil} be|l^ii. laffeir. 


* ^_S£utarjan, op. cit., p, 25%^ , 
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the profits of the Reserve Bank of are; divided by 

ni'caiia of'quite a differeipi systean. Moreover, the puhli- 
catioai'of sc-parate balance-slieets of the ti/o Departmente 
of the Reserve Bank has not much meaning, because 
the reiserve agaiiist notes Is based on a diifereiit principle. 
In England it is busied on the principle of a fixed fiduciary 
reserve. The* mates'in excess of the fiduciary Issue are 
partly in circuiation and partly in the Banking Bepart- 
irfcnt of the Btak of England. The latter can be put 
into circulation at any time without violating the law. 
But in Intfki Uie note issue is regulated by the proportional 
reserve principle, and th^ gold and sterling securitieB 
must be at least two-fiftlis of the notes. lienee, it ir not 
easy to determipe the additjonul amount of notes, which 
can be i%suc,d, w^thout'^mudifying the composition of the 
n^Berve. In England, the deijosit liabilities of the Bank 
of England* to joint-stock bjjnks determine the extent to 
which the Bank may have to meet a demand for notes 
kept in its Banking l) 3 partiiient. On thu basis, as Dr, 
'Muranjaii has poinied out,^d':riiig the first three years 
of its existence, the Reserve Bank kept in its Banking 
Department ^mtes approxiiijately of the value, of its de- 
]Kisit liabilities to sch^sduled^Jjanks, but afterwards it has 
^ot been able to do so/ This-shows that the principlo 
of the sepa'^ation of Departments cannot be applied^ to 
its not^ isaife. 

Further, ft is difficult to say how far the Reserve -Bank 

F ^ 

can control /he money nuarket in the prevailing condi- 
tiofes. its'eontroS depends upon how far banks have to 
depend on it for rediscounts and loans, and how far the 
money market has to depeiJd on discounttJ^ and loans from 
‘bapks, Bankk will be willing to allow the Reserve B^k 
instruction of fheiJ affairs, \TOen they want financial aid 
from it. But, 'thfe establislunenc of Reserve,,Bank 

has coincided with the inauguration of a period, of 
^{)vmdant funds and unprecedented'ease jpf.ratep. Most 
df'the B^e^uleU banks possess &u6h funds that 

^ jAfoiitffii p, S63. 
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haye become ftidependent of the assistance the Eeserve 
Bank, unless unfpi^eseen and texceptional conditions 
arise* Consequentl^j Jkills rediscounted for tlaem *1^ it 
and loans made to them by it, hnve hardly existed* Be- 
t;]dea, many smaller banks, which cannot obtain Ifunds 
Irom the Reserve Bank, do so from t*|^£i bigger scheduled 
banks* The control of tjie Bank i>vef tlie ijiopey mark^st 
is weakened by such jn1ter*bank lending* proper eati- 
niato of the effectiveness o£i its coiitrol cari be made only 
when inonetary sfringency re-appears, > 

Moreover, tlie quantity of commercial Jbdia in this 
country is n<fi large, and (foes not appear likely to increase 
ill the ncai^ future* The indigenous bankers, who deal 
in them, are not prepared to borrow yntil ^he money 
rates rise to a certain level, and cai> depend 

*on large private sources of funds* Tho bazaar bill rates 
are the highest in tlje mnney market and sometimes lose 
touch entirely with (Jie rates of banks* This shows that 
even th^ banks have little control.over the bankers and 
the hills. Therefore, the.^^esei've Bank, which has no 
■ direct control over the indigenous bankeis/cannot exer¬ 
cise any control over them through the bawks. 

‘ The extent* to ’which the Bank caii make its 

bank rate effective is ^also doiibtfiiL Even th^ 
^Western counrt’ies, central banks often fisfid that* the 
.bank rate by^tself does not gjye Jhdm siiffi«ieiit*control 
over Jihe money market, because, eveA if it^^higher than 
^h'e market rate of discount, it may.ncft higher 'than 
the avenge rate earned by bankfi on Jtheir fotisl asiots* 
Ifl India, the x>osition ‘is even more complicafed, becauSfl 
rates ^revasling in different parte often vary wiJSSly. 
Hfnce, in a period of stringency, the EeMrve Baok'wilf 
find its bank rate top hi^if in certaim arq^ and totiUow 
in others* It (mnnot^ have differenli'i r&tes fn different 
areaa^ because Several banks have branches jn mqny parts 
of'the cqpntry* kl^ce, it will find it difficult keep 
' effectivi # tducll' rates* throughout "‘^countt^r* 

Sloreoyer, whereas the value of the^ bills 4«to(ftmtp(J*by 
tho banks has vaijed 4}etweeji Ka* ? andV*^ 
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cfores only, their cash on hand and balance^ at the Ee* 
sejTe Baok have varied between Es. 22 and 68 csrores, 
Soin#^^ of the bills are also sure to fall below the standard 
laid down, by the EeservtJ Bank* *&ence, even if the for¬ 
mer i\>em becorhes larger and the latter smaller in the 
near futisre, the IJe'serve Bank is not likely to find redis- 
coointing ap effective means of controlling ihe market*^ 

The fvaiiks /prefer loans to di^ounts from the Eeserve 
Bank, because,*while discounting transfers the property 
in the bfils irrevocably to the Bank, loans can be repaid 
to it at a.;y./time according to the convenience of the 
bapk^j and because, unlike other centraF banks, the 
Eeserve Baj^k'does not charge a higher*^ ratle for loans 
than for discounts, in spit© of its declared policy of 
encouragu^g tbevuse bills and the development of su 
biU market* 

If the Eeserve Bank were to resort to open market 
operations, their effectiveness would be doubtful, on 
account of the inadequacy of the resource'^ at its disposal 
^for this purpose, during timj*/ of peace,' It is true that 
the Eeserve Bank can issue a large quantity of additional 
notes against *ihe margin of gold and sterling securities in 
the reserve, but its piie^Wai^policy shows+hat it will use 
.this resource only in the most exceptional conditionSp 
Hence, as suggested by Dr, Muranjan, if is desirable^^to 
replace the ’exjsting fiyste,m of a fixed perc'^ntage for the 
comgulsory de^jts of the scheduled banka with the Ee- 
aerve Bank;; the jystein* that exists in the Ur8*A*, of 
layflig dbwh maximum and minimum percentages, within 
'which the Xieserve Bank can change the compulsory per- 
.oentage according to changing conditions.* This'reform is 
desirable on /iccount of the very limited capacity and 
or^iization ot th^ market, in * which the Eeserve Bank 
will have to cdnuuct its operations. '^Th© volume of 
^ total tranRfOctioas on^the stock exchanges is much smaller 
■ in India^than in the,United Kiugdoul* and, tho JJS.A*, 

' ail'd' tey attf'mpt of the Eeserve *B§nk fo iispd^ of a 


Md, p, 287. 


* Ibid, p. 371. 
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large quanlSty of assets will seriously upset the finiStncial 
ana investment organization in* India. - " •' 

‘ The effectiv^ess open market operatidiis wSl be 
increased, if the Eeserve Bank*Act permits the Reserve 
.Bank to make loans and advances^ on the secuftty of 
movable goqds, wares and merchandiy* as well as against 
warehouse warrants or receipts representing ^uch goods. 
The Bank should not use^ this power orTinarilyr^to com¬ 
pete with commercial banks for profit, but it should hafvo 
this power to compete with them, if it finds op^n market 
operations peeessary in^ the interests of- tBe banking 
system as a whole. * * 

Apart from^the above difficulties of makiM its bank 
rate and open market policies effectwe, Reserve 
Bank has to face the obstacles of* different int^iestirates 
in different parts of the country, absence of an organi^d 
money market ready to respond speedily and wisely to 
the central banking poHcies of the Bank, the "vast areas 


,ove^ which irtonetary influences generated in a few fin¬ 
ancial centres have to and the existence of d 

l^rge number of small banks, possessing nearly half of 
the total banking offices in Irfliia and operaWng exclusively' 


over nearly t*vo-third8 of towns that have ^banking 
^•facilitieg, and yet outeide the sphere of the influence Jrf 
tire Bank. The Reserve Bank wull find it very difficult 
to remove tt^se obstacles,^ by* operating a few 

^heduled banks orjy, as it bag been ^tfying to do.- 
Moreover, the smaller banks, which*ar6 be%wd its circle/ 
/need its supervision and nursing the tnost. , It'js rrtjoes- 
**sary, therefore, to amend the Reserve*Bank Act, fqj ^BS' 
'inclusiorf in the second ed^^dule of those banks 
liave a ^aid-up capital and reserve of Rs. 1 lakh and over,* 
and which hjtve piwed iheir stabilitr bji existing 2Q 
yearg at least,,' * ‘ - 

^ In' spite of the above difficultieij -thei^^ is. jio doubf 
tlat tj 16* Bgsgrv^ Bank has bedh^ able to' exenjile ^coQ-<' 
.aideraoLe influeneeibvSr the ihoney market...^T&ia i^ 


.^iderame influenee^vSr the Aoney markfei., .^T&ia i^ ftfem 
from 4 hp facts that it has removeA the ae&a^hal ^ 
gdtacy.fioihvthe money market^ did tndintaiiiedtudipfh 
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bank-rate for several .years. This has.proddcM a healthy 
influence^ upon the other rates in tl^a market. Npt only 
hav^ 'thejv come down absolateljTr but “also the diver^ 
gonces b^^weeij them have been reduced. Moreover, a 
considerable improvement is noticeable in the organic^ 
contact and intej-relationship between the different 
money marjfejs in India, especialky Bombay and Calcutta. 
There 4a no longer any great disparity between the 
Bombay and Calcutta bazaar.-rates. Another indication 
of the influence cf the Reserve Bank is the stimuiua that 
it has give.; to the development of sound banking prac* 
tices hnd standards. This, in turn, is bound to increase 
its control ovei* the maiket. 

The unique position of the Imperial Bank, mentioned 
in section,. 4 qf the tenth chapter, as a buffer between 
tlio Reserve Bank and the money market and as the 
sharer of the control and guidance of the money market 
with it, fortunately does not constitute a tlireat to its 

V 

proper and efficient functioning for two rea'X)ns. Firstly 
tJiie relations between the have been quite harmo¬ 
nious; and s<?coQdly, it is appreciated that while, in a 
fdifficult perio<?, the Reseiwe Bank will provide the 
euiergency' currency and crc/lit, the Imp^.rial Bank, in 
nesit future at least, will distribute tbJm among the* 
other banks,'-as a wholesaler, and the laUer will retail 


them to**the'public/ tfie scheduled banks can 

borrow direcEf irom the BesefVe Bank, they may prefer 
doing so from i'iie imperial Bank for tw'o reasons. 'Firstly, 
they-have hdd a lo&g connection witli the ImpetUl Bankp 
iiud secondly, while the conditions for borrowing from thh ' 
'Reserve Bank are narrow and strict, the Imperial Bank 
lii.tied down mitcii less'by law and can grant credit more' 
liber^l'vy, when ,it ij satisfied about Jhe position of the 
boi;fowing banks/'«Hence, the tiarrof^. ilefinitioi;t of 
paper eligible, for redjiicount by the Reserve Bank need 
Uot ca«gg mu6h bardehrp to echedulsd ,ban!^ oa: impair 
tlia“-^flu6iid6^of the Reserve ^Bank oii>|he Market/ 

4 St^if 6f Jndifln {i*. ITT. ^ 
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6. Balance^eet the BeaeFire Bank.— The functions 
of tie Reserve Bank^ mentioned Above are. htotfght oiifc' 
by the following balanqi^-sheet of the Bank for the tfeek 
■ended 6th of April 194o':— 


XJabilities: 

Notes bold in the 
Banking Department. 
Notes in circulation 


a-59’ 
1100^31 


Issue Department 

Crores of i As^tsi ^ • Ctotbs of Rs, 

1 A* Gold coin bullion^ 

(а) H&Id in India ... * 44^41 

(б) Held outride India ' 

Sterling ^curities 988'33 


Total of A * 1032*74 

P.V Rupee coin ... 18*32 

Govt* of Indi^ R^pee 
securities \ !■* 57*8* 

Internal hlile ofezchange 
and f)iiier ct]finp:ierci ^.1^ 
paper ... .i-i 


Total 


ll(Hi'90 


Total 


1108*90 


Ratio of Total of A to LiabiliUes: 93*13 per c^t. 


'Banking wSjejKirtmeiit 


I 


Liabilities: 

Capital paid^i^ 

Reserve Fund 
Deposits 
. ‘(a) Govt.#- '• 

(B> Central Govt, of 
India A 
(2) Govt, of Burma... 
.^,3) Other ;_G0Vt* 
Eccbunts ~ 

(^) Banks 
*^<r) Others * 

Bills payable 
Other Labilities 


Crores of Rs. 
5 


257*71 

*30 

*14*83 

68*42 

21'0S 

4*45 

15*03 


Crores of Rb* 
8*80. 
... *23 

• 02* 


Assets; 
rtotes 

c^in 

ubsjdiary coin 
Bills discounted— 

{a) Toternal 

(>I EstelDal » ... * *** 
ff) G'ovt. of.'India 

Trea^ry^ila... 2*31 

Balances beld abrcad^,** ^ 363*04 
Loans and advanced to* 

Govts. 

Other loans and advances. wA 
Invest ments tm* 13*9? 

Other assets ^ ,« . .4^)8^^ 


... «92-72 f 


l^tal 

« 


^»72 


The * following^ was a consolidated^ atatemnjit pf the 
portion of .the Schc ^.viled Banka, ^hich wete m^pbers ^ 
<Jf the ifteerve Oai 6th April 1946 


* ^ cash and ^ort^tenn aecurilics# 
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*CaDre3 of RupocB 


(i) Demand liabilities India 

*4-4 

6(Q0i 

(io Time naoUities in Inaia 

«-l« 

220*79 

("11J Cain 

(4-) Ci3rT!efi<fy uotea ef tJie GoveHiinent of 
^ Ind'a and bank notes la India 

2S4G 

(d) Rupee coil} In India 


1*99 

(f) Sabsidia^ coin in India 

4 V* ^ 

*62 

(iv) Balances with Reserve Banlf^ 

444- 

86‘5S 

(vj AdviiSLe^'n India 

414 fe 

281*29 

(vi) BiUa discounted in India " 

abp 

15*70 


PuHieatioc of &guties suspended 


7. Agre^tment of the Reserve Bank with the Imperial 
Bank.—The l^esarve BanK Ims^'^entered into'tin agreement 
with the Impetial Bank of India, which bLen approved 
of by the*’Gtwernor-General in Council/and which will 
run for 15 vears, and thereafter until terminated after 
& years’ notice on either wide. The agreement is con¬ 
ditional on the maintenance of a sound financial position 
i>y the Ifftperial Bank. If in-the opinion of the Central 
Board of the Eeserve Bank, the Imperial^Bank has failed 
to do this or to fulfil the conditions of the agreemeiit, it 
Will make a r/scommendatTon to the Governdr-General 
in Council, nho may issu*^ instructions to the Imperial 
Bank w^ith reference to thfr agreetneiit or.Jo any matter 
,J^Tivolvh»g the security of Government moriiy or the assets 
of the Issue Bepartment of the . Ecseri^e Bank in Ahc 
custody of fthe IinperlaijBank and, if it .disregards the 
instructions, 'May terminate'the agteement, 

IJnder thjs'agfeement, the Imperial Bank ha^ become 
the solo agent ol the Reserve Bank at all, places in 
^5)ritish India where, at the commencement of the Reseive* 
Bafik Act, there was a branch of the Imperial Bank and. 
jxo branch of- the Reserve Bank. In consideration of 
t}u^*i>erformance by tlie Impdf^l Bank, on behalf of the 
Reserve Bank, of-the functions which the former had 
been performing ,on behalf of the Governor-Gendral in 
Council at these places, the Rese^v^ Bank has to jay 
lM,col!r>£i[tiBsion on tlie totrf of the r^ceip'irs lind disburse*; 
menta d^.all' with annually by it on account of Gpverri- 
ii^t at ^the rate of' .per cent for the Bn* S60 
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croFes and h/d2 j}€x, cent for the remaiinder during th^ 
firfit‘10 years, and at rates to be* determir^ed afleryards 
for every 5' years*after *^xamining the co^t tt> thS Imperial 
Bank of performing these functions. ,» ^ 

• Further, subject to the condition, that the Imperial 
Bank keeps otjen brancheri not less in ^umbe?* thkn those 
existing at the time of the comiuencemerfl^t tbe Keserve 
Bank Act, the IteHerve PiSfiik must, until^the expiry of 
15 yeura froin th^ corning into force of 1.1ie agreemeni, 
pay the Imi>erial Bank Rs. 9, (j and 4 lakfm per annum 
during the second agd third i^eriod of^ ^ears ^ach 
respectively.^ The Imperial Bank must not^ without the 
approval of iher.R^^SfJi've Bank, open any Juasit^i in sub¬ 
stitution of a branch existing at tinie at which the 
i^-greement eanic into force, and th^Rese^v* Baftlf is free 
\o open its own offices at any jdacea, notwithstandm^f 
the fact that the Imperial Bank has up to t^en acted 
as its figp.iit at those places. • * 

« 8. ^Dividends^nd reserve fund or the Reserve Bank.— 
As reganl^s the payment oHJiyidends to the ^shareholders 
of. the Reserve Bank and tlie share of iiovernrnent in 
the Bank'sTi ^aofit, tho Act hife provided fjiftt ^fter pay-., 
inent out of net annual ^Srofits^f a cumuiati'je divi- 
^nd on ^the shjre capital at such a rate not exceed^n^ 
o per cent^ as the (ioverno/-GeneraI in Courfcil may fix 
at the time o^the i^sue of the*sljare.p, a pDi‘tion*of the 
PWrpiuS'^will' be allocated to tlie paymen^^ of^an additional 
dividend "according to the scale laid ^own iii*a separate 
schedule, and the balance of the surphJs wiljri:je*paiu' ^ 
Ihe 'fT<jvemor-General in Council: provided that, so Ippjj 
as the re*Rerve fund is le^ fnan the share capital, not. 
lesa thanTls, 50 lakhs of ^lie ^surplus, or ,thfe whole/of ^thB- 
Burplus, if lesj than that amount, is Ulociited to thfe^re* 
serve fund* T^eVate 8f dividend fixOT iJy the Governor- 
General in Council at the time of th« issue 'of the shares 
was SJ-per *Fer the year 1939, the net^prt>flte. ot 
■tt®" Bami' amount€)^i U) Bs, *22^ lakhs,* whflii 

1^. 17i lakhs were distributed as ftividend^ai* 3J 
ceiA^and the rest was paid to^thS Obvemment pf jtidj** 
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' * * 
as the Bank's reserve fund was already large as 

tiidjre Capital, viz, Ra* 5 crores^ As a result of war 
finance, the net profits of the jumj^d up to Bs. 2*79,. 
3'42, 7*70 ai^ 10*27 cfores for me years ending on 30th 
June 1941, 19^2,^1943 and 1944 respectively. An ordi¬ 
nance was passed in June 1943 raising the dividend rate' 
temporarily^ to- 4 cent. This increased the amount 
to be dietribuled in dividends to Rs, 20 lakhs. The rest 
of the huge profits have bi^en paid to the .Govemment 
of India, 

The Blink has to announce to the public from time to 
time tlie minimum rate* at which it is prepared to buy 
or redis^tmE bills of exchange or cither commercial 
paper eligible for purchase under the Act. It has also 
to subirjit w^e^fly afiU annual accaunts of the Issue and 
'Banking Departments to the Governor-General ih 
Council, who causes theui to be published in the Govern¬ 
ment Gazette: 

9. Policy of the^R^sserire Bank.—The'festablislim^nt ,of 
the Reserve Bank has nuti-^.een cordially welcomed by 
a few of the ryiher banks, which regard it as an engrafted 
, and extran^fojjs body, Ji% privileges as the.fiscal agent 
of Government, its-free fV'iids provided^ty Government* 
*^and other banks, its monopoly of nofte iesge and 
potential iompetitive power^ have produced in them a 
feelinf,' of (^oubt 'again^it it. This may*'delay that co¬ 
ordination'and co-operation between the component parts 
of the mon^y market in'India, to secure whicTh the Be- 
seive Bank of India has been established. ^ . 

IS essential,' therefore, that the Eeserve Bank ehodtd 
endeavour to secure the ^nfidence and willihg help of' ^ 
the other ba'akfl, so "that it has torexerefise control 

toi4!he temporary disadvantage'‘of any section of the money 
market, in the fntereats of the “hioD^y^ market %nd the 
bankiiag system ^as^a whole, the control may be accepted , 
withoftt opjf)osition afiid ill-wUl by ,all t^ie *bwl£5 and 
iffimker^.* its policy is^directfid pn tfie nghf HncSs,, j[t'; 
' will, ncf be long ^before it is universally regarded ae a 
^ktural and healthy development which hasij^^ved, ftoizi^ 



4 


THE IGI^SEEVE .BAKE OF IKDIA 4^9’ 

* 

and for the* benefit of, the banking system of Ind£i as 

Some authoriiSes h^e, therefore, suggeste<> thaT;*the 
power given by the Iwserve Babk Acf t^ the# Bank to 
accept deposits without interest from the membfbrs of 
the public sl^ould be withdrawn, an^that, us'the Act 
empowers the Dank to have dealings with thfm, open 
market operations, to some*extent, the AcFshouldnclearly 
lay down that the Bank should have such* dealings, only 
when they are absolutely necessary to*make its credit 
or exchange policy effective, and that it caufff liquidate' 
them as eariy as possibleIt*should also endeavour jto 
secure the gCK)^ill of the public by making its manage¬ 
ment free even frtim a suspicion of beiiig influenced by 
interests other than those calcuftited +o*prtw»te the 
'e<iononiic w'elfare of India. To help the Bank to build 
up this goodwill, it lias been suggested that t^he powers 
given to the Governor-Crerflftriil in Council *by tli^ Reserve 
!pank A^t sIioiMd be exercised bv*tli^ Governor-General 
ucting on^ the advice of jninisters belonging to the* 
coming responsible OovenjiriGnt. 

The crci^tityn and w^orking'of the Res^A^'e ^Bank, 
explained bef<!|^, iiave synctomised with continued low 
interest rates. *Thc banfa rate, wliicli had remained aU 
7*per cent for t^e greater part of 1031, had fallen to 3^ 
per cent wdien the Bank w^as 0tabli^*lied, ^rAi tlfb Bank 
?:educ/^d it to 3 per'qpnt at “the end of 19^5“, and it has 
remained at this level to this'day. •BM the Bank ' 
existed, the revival of economic activity* from 5.037 would 
ilave re-established the former heavy* seasonal duqjurf^ 
tions Tn the rates. The ^difference between the maSi-^' 
mum and mimnium values^notes held Batik ie. ^ 

its Banking Departiaent m any year, indicates tHeCwk- 
Bonal^ pressure ^ftr fittids which it borne without 
changing its rate. The average of,the saasoq^ differ-* 
ences ip ih^ <meb ^beld by the ^Imperial Bank| during / 

*** S«e Gefitrfti Commit^ Eeport, p. 496. ^ , 

^baiter mad Nemenyi, The Reeerpe^Bank fnfia 
W*-6M and 7fl. . • * < 
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19'2l-9 was Bs, 12 crorea only, bu1> durin^f this period 
there wfere ]i«avy seascAial fluctuiiti^^^na in- the rates, *The 
Jar/fer variations in the valjpe of iSotes held by the 
Reserve f Bunt ^ in its Banking Department during the 
later'years, aithouyh they were years of lower prices and 
reduced’cconomic^ictivity, while the cash,balances held 
by the Ii/ifional Bank were nfiich higher than before, 
diow that the^ humer seasonal fluctuations in rates would 
have vc-asserttA] tliemselves,^ if tlie lleserve Bunk had 
not existed/ Thus, the Reserve Bank baa been inatni- 
Mieiital in^‘je#'iovi)ig the seasonp.l Huctuation^i in the rates, 
and India wilj benefit fmni^this j>oHcy of the Bank in & 
greater itjeasure after the War. 

Adverse criticism of the Bank*s ixdicy was made 
d 11 ririg'a^lfX'aJ-bankffT^? crisis in South India in the middle 
?f wliich resulted from the failure of the Travancore 

National •and Qiiiloii Bank, and which unfortunately 
marred fJie steady developnu’^it of the scheduled banks, 
tiiainlained from tl|c estahlislmient of th^ Beserve Bank* 
Tliis failure created iiervp^i^^noss among dcftositors in 
South India'rt^garding other banks in this are^j^, and there 
was a cfit.souie of tli^se banks, but the#of.her areas 
remained unaffected.*’ TlieVBeserve Ban^niet the crisis 
ay sanctioning larger credit Vimita mo^e than once to 
banks in South India. Coi^sequcntly, the acute phase 
□I t.lie*'crisjs^isappea!:eJ*^]n^ ii sbortj time! A feeling of 
nervouflnewS',^ho\vever, continued in South India uMil the 
end of The fcriticism came from the Sou^ih Indian 

fWlmbSr of Coidinerce and the scheduled bar.ks of th^^t 
areji.. They complained of failure of expected he]p from 
rile Beaerve Bank* which "insisted on ar examination pf 
tlie atfuirs of ^hff Travancore,Irrational and Quilon Bunk,^ 
beftfife giving liinyi-help to it. But, At was riontended that 
Bew-R of this examination was Iwund leak" out/ind to 
'precipitate -the very^ crisis which it was the object of .the 
hejp'^fj^ ^avoid. The, froper time for rthe.^-iteserjfre Bank:* 
flf midie.si^K tiiat the general conSitW of Travanfeore 

. i ^ ^ ^ « 

MuroixjaD, op, cit^, p. 
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National and Quiiop'Bank was not unsound was,*iiot 
,.wheK the latter was sitruggling to escape sugpenmon, bat' 
during the previous thj^e years when it was a 'Scheduled 
bank. Only two years ’ffrcviously* the l^fes^rve JJaiik had 
ajded it subaUntially to enable it to carry out its anlhlga- 
mation, and ^uld not have done so^ without previous 
investigation. As Dr, Muranjan has pointy put, there 
was much substance in" this criticism,'J5ut the view 
that the Reserve Bank wag^jiot justified tti laying down 
that aid could be given to the Travancore Bank only 
against assets, which were separated and ^assigned ab¬ 
solutely to the Reserve Bank,# cannot be ''accepted* as 
the bank had bfeen registered in an Indi&n State, At 
the same time, The contentidh of the Besfrve Bank that 
was not bound to help the Travltucore^Iiank, because 
fhe latter had witlidrawii tit© bulk of its deposits front 
the fornjer, was not justified for the following reasons :— 

^ (!) The withdrawal wa;* due to the refusaf of the 

Heserye Bank tiglve lielp without pre^vious investigation. 

(ii) It v^as perrftitted by Reserve Bank Act, subject 
k>,the payipent of a ijenalty, 

(3) Help*from the Central*bank to a Diember bank, 
should depend yon the genewIJ position and assets of the^ 
letter, and not pn the araount of deposits kept by the* 
lattftr with the former.* ^ * 

Further, durtng tlje crisis, didicult^s aroVe* abdht the 
Icgpl interpretatioix oCthe clausef^ of iJ^^erve Bank, 
regarding* the assets against which it he R^'tsArve Bank 
c«uld lend* Hence, it is very desirable,*as Dr.’MhranJan 
^has sugyrested, that the kinds of assets generally held* by 
Hhe banks* in India should ^bn*!nvestigated, and tliat the 
most realisable'of them sjujujd be included in the' J^ctV' 
*as*eligible seciirifcv.® •Moreover, such iecucity ^shoulft^be 
widely, defined, a^it is^ardly stundardlked in India, and 
Reserve Bank should be allowed 4o*wid^ji or^artrov^ 
^ta c^ndijionELofg^el|)^t^cordi^g to cSajnging circu{q8fi'6ce^ 

Ibid,#, 286. ‘ ^ 

‘ * p. ^288.^' 
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Otherwise, it will be unable to give prompt rfind adequate 
bv^ dming a. crisis* ' 

T,be Grids revealed the necessitycof the' scheduled banka 
maintaining a,-closer tcJuch with "the Reserve Bank ao 
as to'give it a clearer idea of their position and working, 
and to enable it to/give credit to deserving banks without 
d^IaV' On, hehrJf/of the Resepve Bank, it was stated 
that the essemiai preliminary t& any active help to a 
bank in difficnitv must be that the Reserve Bank must 

If , 

feel certain that the bank seeking assistance was sound 
and, therefore, deserving of such assistance. Until then 
th.^ only knowledge whieb Uie Reserve Bank had about 
tlie aifairs pf flie scheduled banks was supplied by their 
published balance-sheets and the weekl}^ statements of 
timecard demand lir*biiities* This informatipji was in-^ 
sufficient to enable the Jlank to form a correct opinion^ 
about the true financial positron of a scheduled bank. 
Moreover; the Reserve Bank ^an give valuable financial 
help to a bank in difficulty by rediscorating its tills, 
iBut to be able to give thi^ aid the Bank must have 
,adef[uate infunnatron about the standing of the parties * 
wliose names, appear on the bills* The liank,, therefore. 
Should have peViotlicaliy from scheduled banks up-to-date 
Jlsts of" such parties with information aftbut their loan 
operations r,nd standing. Hence, after the crisis 
over, the fesferve Bank issued two circular letters to all 
scheduled binks, explaining" the nature of its relatione 
with them, h*yin^ down a policy for their guidance for 
obti'ming advances and discounts from it, and asking foij 
'Xore detailed voluntary informatioli regarding their billts;* 
advances and^ investnieutw In accordance with thi^ * 
'policy, the Reierve Bank liUs 'established closer coun^^ 
tion's.'^with some^ of tlie member banks, which will be able"* 
in* future in ccrUii*iicases to preveK^t trojiMe by obtaining 
tamely advice fropa the Reserve Bank, abtain 

full ftiw? ’proEipt support from it, jt*trou1)te ^unot be ^ 
«r^Tidea{*^^ ^ ^ ; 

, At time, all scheduled bahks mtie^ apweciaiir' 

th^' of ^ conducting their buaine^e craim^y 
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SB^to hold ^ sufficient quantity of first-class sccnrltiee ^ 
an*msurance against times of difficulty, and mftst 
not allow their'holding of Govermnent secuiities to be 
unduly reduced in the nope thal they can rely* upon the 
.Heeerve Bank to rediscount a suffici^t quantity of their 
bills in times of difficulty. In the absence of an open 
market for first-class cptnmercial bills^ th^ «hould keep 
at least 30 per cent of their time and demand liabilities 
in the form of cash or readily saleable*securities. The 
chief aim in developing a bill market ihust be to broad- 
-en the credit base and make credit c^vailable ,more 
cibeaply and in a better regulaited way to^trade and agri¬ 
culture, an^ r(pt to enable scheduled banks'to work on 
4in unduly narrow margin, 

, Finally, the above crieie showed*that*one the diffi¬ 
culties in the way of making advances to the scheduli^d 
banks at such a time was the insufficiency Af their re- 
discountable assets. The}' must, therefdre, increase the 
^quaiitity of efigible discounted bill^ in their possession 
as early* as possible. greatest obstacle to this 

increase was the high stamp duty on usance bills, the 
^Beserve Bank renommended to the Goverilinent of Xndiil 
n substantial Induction in thu duty/ This h^s be^n dooQ. 

* Besides 76 8u?hcduled banks, there are about 460,noiifi- 
Bche'duled banks registered under the Indian Coppanies 
Act, and of fhese pbout 32^ havtf a- paidiUO capital and 
reserve of Ba* J lakh or over.^ In 193&tha Indian Com-^ 
paniea Act was amended so as to ’mjyke a4n-jf^cheduled 
.Jb^pnks submit their returns to the Eegastrars of Joint-stc^t 
CoTnpjmies in triplicate, an^ under the instructions,of, 
^he Government of India, the Eegistrars send a copy o4^ 
these.returns fo ihe Bes^rvo Bank. At the end 1938 
the Beeerve*B|iik •g^ent a circular to all'^non- 

scheduled banlis'having a capital i lath or 

'enquiri^ whether they would Bujujly the Jlceep^m^anK^ 
with- Jnferj^btion regar ^ ““S' 

. * rtoort of the Central Board of ’iDirectora of 

1939 , 1 ^. 17 ^ 18 , * ' 

12 * 
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that ft might help them with advice %xid guidance, when 
neteHsary^* 

It.received a good response frort irinriy of them, and 
fcho contaf^tH tbut<"'eBtaWiyied undoubtedly help the deve- 
loprrieht of a sound banking system in India. But this 
is not enough. In,.India, these banks have aa important 
a part to playdn -^die economic deYelopnient of the country 
as the bigger hanks. Although the fteaerve Bank gives 
no guanintee afeoiit tlie solv^mcy or good management 
of its scheduled banks, .scheduling gives banka prestige 
with the ]mlJic. because it shows that the banks are 
ijit least outwardly fiilfilluig the provisions*’of the law 
and the accepted standards of hanking buJneSs. At the 
same time', only stable bank^ can be affiliated to the 
Reserve-J^ant^ ■ The*'^Reserve Bank, therefor^^, should 
pr^ss for the amendment of the Reserve liiink Act, for 
the jnclusicn in the second schedule of those banks, which 
have a [Mid-up capital and reserve of Rs. 1 lakli and 
over, and which have proved their stability by existing 
■for 20 years at least. The anstyeis of bank failures made 
by Dr, Muran^*j,n show^s that only 20 per cent of the 
^anks, which have existed between 10 and 20 years 
have failed,' * ^ ^ 

The workiirg of the Reserve Bank during the last eight 
years shows''that it has inaugurated a new era of fiaivp- 
ciul stabilitV, ‘ bankViig r^Form and development of the 
money mark'et’ It has been very succosaful in fioating 
loans foj: the" Oeniral and Provinical Goveriiilients at 
v^rV low rates, in tlie sale of Trepury Bills, in making^ 
'remittances to the Secretary of State and in maintainifig' 
jtlip stability of the rupee. It has given valuable advicft 
to'Government on various financial and- banking 
bleihi. It has provided cheap nAand remittance facilities, 
helped, to' lower ii/lney rates and bncoi^pged the exten- 
41011 faf'Ipttnkiiig fa:>iljties in India. It is true that it has 
^^succeeded ip ."fulfilling two .ex^ctat^ons, 
i*fe?eloI)in^b^^of'a bill mat^xet in .In'<jia aiid Hnkiig Ihe' 
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indigenous b|einker&*to itself, but this failure has been 
due 'to the difficulties considered above, Jt cjEon^t Ife 
blamed also for fhe ii]l|lation of paper currency that*has 
taken place in India us a result M the War finiA^nce, be- 
gSuse all central Banks have to be tile instrumelit of 
their respective Governnients in this natter- Thte future 
of banking in Iirdia will^depend greatly ^pon^the build'- 
ing ii[> of healthy tradit^rns and c^mvcutions by the 
Reserve Bank, and the woiiJi*done by it in this directioti 
60 far has been on the whole <xnite satisfactoiy. 


o 


CHAPTER XIII 

Regulation of Banking 

* 1, Jnad&quac} of the Indian Cotnpanles Act, 19iS,— 

Until the, beginning of lOli? joint-stock in India 

were registered under the Indian CompanitTg Act of 1913, 
attd were governed by its gcftenal regalati(Jhs,,.with the, 
Exception nhat'iu a few matters ihd Act made a ^istinc- 
in>n betvi^con hcpiks and cAher coinpanicg, and conta^ed* 
a special regulaticflis cable bm^ks on^. 

The . general* opinion in liidi* that tl^ia Act had 
provided very inadequately for the regui^tioj of banking, 
and had %ft many banking insfcituttons aiLo|ctlier free 
regukition. In all countries, banking ku^nejfe jg^ 
regard^ as serni-public in characterj ms banks' serve (S3 
ife rephsifejries «f the saviijgs*of thf^ people and influence ^ 
tn^r economic life deeply thereforer social bat^fi^' 
iegi slat ion is jegarded^ as essential fnr ^ protecting tEo 
deposi;^rs on whose confidence the w^hofe banking systei*^ 
viljftllj* depends, and for promoting 4the growtbiWf^thd* 
bariWng Bygtftm CHS gtnmd linga.^^Such legialftiftr ll^ 
h^en en£ifed in mos# ^^estem cduntries, ^e 'thaP 

* {fannbitiM Bq^art^ 7, 9!%* 
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ifl England there is no special banking leg^ation apart 
Companies but its object is served by the 
tradition,* convention and case la^ thatfhave been deve¬ 
loped inr the fcourse of* centuries: 

2. 'Need of a special Bank Act*^—It is tme that Ap 
banking regulatioij, however elaborate, can prevent on- 
flound management, losses and'failures; 4hat banks and 
bankers cannot be made by m(%re’Acts of the Legislature; 
tiiat elaborate Restriction^! fb^d regulations may do more 
liarm than good, by hampering the activities of banks 
and the ^en^-e of responsibility of their managers and 
directors; and that many banicing matters* are best left 
to the discretion and the sense of respo^ibility of bank 
managers and directors and the supervision of auditors^ 
or to the conh'ol of'the Eeserve Bank, or* to suitably 
provisions in tire memorandum and articles of associatioil 
of banks according to their needs. Nevertheless, certain 
matters ^ust d)e provided tm by legislation vrhich, al¬ 


though incapable of p^^eventing mismana^ment or firaud, 
will ensure a minimum standard of efficiency an^ integrity 
in the condud£ of the business of banks. The Central 
Bankings Cdtqmittee, thefefore, recommenopd ’ that a 
epecia^ Bank Act should Bo passed comyiasing the pro- 
visions of the Indian Companies Acf, wit^ cerfcah? 
raodificatioiia and^ additions^ and that even foreign 
banks ^hodid^be brought under its ^peratfon to a certain 
extents < jt, ' ' ^ » 

The Fofeign Experts, however, expressed a preference 
for**the'improvement of the India;! Companies Act itsei^, 
^specially of its provisions relating to banks, ,on tHe* 
grqunds that it wouJd not hamper useful adjivities* of 
baul^a^, that sj^odal banking legislation was rarely^ a real 
pr<Jtt^ction, numerous banks had corttinued to fail in 
the U.S.A. in a/ifce of such legmlatiesh^ and that, if it 
was^ eyaded;5^*or if ft did not prevent bank failnrda ^nd 
jmifimqfa(igeinent, it jvis liable for^law* 

Smoiig'ih^*population.^ ' *'v 

tbeif 0€fiti-Sl d<|mmittea B^port, pp. . 

' ' f • /■ 
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3^ PioTlst^pis of Ab Indian Companies Amend^ifl 
Act 40S6 lelatlng to JSankS, —The Govemmant iyf )bdl^ 
and the Central ^gi^tnre did not accept the Central 
Committee*s recommendation of % specif Sank^ct^ and 
a^eeing with the Forei^ Experts, mcluded a few pro¬ 
visions relating to banks in the Indian Companies *Ainend- 
ment Act 1936, They ftre as follows • * 

(1) A banking company Is defined as a company which 
carries on as its principal business the accepting of de* 
posits of money subject to withdrawal by cheque, draft 
or order, notwithstanding ^hat it engages if\ addition in 
one or more of the following ferms of business, viz^ * 

(a) borrowing.>or lending of money, dealing"in bills of 
exchange, promissory notes, stock exchange securitiee, 
^ilway receipts, etc*, dealing in bullion Snd specie, and 
collecting and tntnsffiitting cf money and securities; 

(b) acting as agents for Government, local e*ithoritieB 

'or any person and the carryfng on of any a'^ency business 
other’than the business of a managiilg agent; ^ 

(c) contracting for publicVnd private and nego- 

lialring and "issuing the sarae;^ 

* (d) the promoting, guaranteeing or underwriting of* 

■ any issue of StStC, municipal*or other loans, or of^hares*^ 
?fhd^<J^bentures any company; ^ 

*(e)*trcinsacfci;fg every kiniT of guararvtee aad^indfimnity 
business; - * " *'• 

ff) prouioting or firftmeing any bujin^s fip^erfcaking; 
^(g)* dealing in any proi.)erty, movable or iiniAovtsile, 
any rights or priviJl^geR, which cofne into possesaio#"’ 
of ihe banking company in silisfaction of claims or ^ 
sacurity fer loans given; * * * ^ 

** (h) Undertaking an4 extfclitjiig trusts; 

(i) acquiring* jhjjres" in iiny other •jcfmpany having 
objects* similar to those of the comj:^ny; 

* {f> esfcahiishing ^nd*supporting fastitntioDs an<MfBndB ^ 
'^fialciiIatdB*to odhefit^1;h5 emplaces of th» ailS't*' 

subsci'ihing to or guaranteeing montys for* te^evqlout* 
;^bje^sj 
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(k/ at^qiurm^ iutd maintaining anjt bmldyag necesgary 
f&r Ole of the (^^'ompany aTjjl selling, developing, 

iea-^jiq, mortgaging or otlieiwifie rJealmg with the pro- 
po rfv and rights^of tlu' CfaupUTiVj 

* 0)“doing all tjuch other things as are iiieidcnlal ox 
condoetve to fhe jljonmtion of the business oL the com¬ 
pany. ^ 

('J) Jjlo banking compHiny ciin be regt&tored under the 
Aft onlfsfi its>-mfiuoninduin limits its o!i|octs to the 
carrying on of the husinc'^rf of accepting deposits of money 
along wit'h tM^tw or all of the forms of business specified 
ii\ fl) above, * "" * 

♦ No bunking company, uliciher jne<irpbrated in or 
outside KritWi ^Indiu, c^an carry on any lorm of biiRinese 
other th^n tJjp&e .sfwiijfied in (1) above. Th*^ Governor- 
General m CVmncd is, however, enipowered bv the Act 
to .specify, any additional business which a banking com¬ 
pany lawfully carry on.^ 

(41 No banking company can be managed by a manag¬ 
ing agent fithcr than a baijf,^ig c^impHny. 

(fil No bauk^ng cumpaTiy registered under the Act can 
eominence Njsiness, onlesr shares have he en^. a Hotted to 
"yield at least'Ks. 5fVt)IXl working capital, and unless 
;a decldration aJgned by the dii:ector<5 and manager of the 
company that this amount has Keen received,'has jbeen 
filed with ^he Ee{jis{ru#^ " 

(6) No hin'King company can create any charge on its 
unpaid caijitih * ^ * * 

(v> Rfvetv hanking company , except a scheduled bai^k 
%i rtie Reserve IJaiik, must maintain a reserve fund frbiihi 
the conimencement of the*Aci and tmuHler to'll hot les^ 
.than ^20 [ler cv n^ of ifs annuardeelared profits before any 
diitfehd IS de^dared, until flie feserye fu^d is equal to the- 
jfaid-up eapitah ^fThe reserve fmid be either in- 

yested in fWverrJrignt or Trust sccurifiea or deposited in 
a aeeount opined in a SQhe^uled bc^nk of tihet 

preserve* Ba^nk* * ^ * * * “' * <i 

* j|8) IK^e(y bankifig company, other than a s^hedufed 
the Reserve ©ank, must maiataitr liy wky "ol.. 
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•caj^h reserve a fluiu equal to at least and 5 per cent pt 
its- time and deinaad liabilltiei^ respectively, ^n<^inmsif 
file with the ESgistiHr every month a statement the 
liabilities borne and cash reser'v^ held tn* Friday of each' 
, Week of the precexling inonih. ]f a default is iriiide in 
"maintaining^ the required cash reserve or in filing- the 
required statement, every director or oificqr pf the bank 
who is knowingly a party to the default is tnade liable 
to a fine for every day durir^ which the default continues. 

(9) A banking company must not form, or hold shares 

in, any subsidiary company except a subsjdiaJfl^ coiopany 
lof its own formed for *the purposes set forth in ,(1) 
above, * , 

(10) A court of law may on the application*of a bank¬ 
ing c^jmpeny, which is temporart!y unahlo to imeet its 

'’OliHgations, accompanied by a report of the Registrar-on 
the financial condition of the company, mak© an order 
staying' the commenccnujnt or continuance bf all pro¬ 
ceedings against the company for affixed period on such 
"conditions it? may thjjik fit, and may from time t« 
time extend the period. The court niL^y, for sufficient 
reasons, jjrant interim relief, even if th<^ application is 
"not accompanied by a repeyt of the Registrar, 

The followmg provisiojis of the amending Act*apply yy 
aU -conipanieH,* includihg banking companies ^ 

(1) Any persons indebted td accompany ^nnst not bo 
appointed its auditors, ana if any persdnS^ after .being 
fippointfed auditors ot a company, becjSme*!indebted to itj 
#their apjjpintraent must be terminated, Thfe aadSo^s ol 
company ar^ entitled to attend its general 
. which atecounts examined 1^ them are to be submitted; 
'ajjnd to •make any statement thaf they rftay desire 'wiljf 
respect to the jiccoi:gita,' Tf any auditor^ report faade 
which does 'npt^ coruply with ihe rgjftiirements of 'the, 
Act,^ every auditor, who is know^gly ^ party to 
S'efaultjJifl made^ptinishable Witl^va fine up to 
^ .'*(2) l^ery domp^y mustlreep an indexpfTflia 
of iti^ shareholders and attach it iJb the xtshter of ita 
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(3T Thtf fonn F, in which every company h|^ to Btipply 
bianco-sheet to its ^members and the l^gistrar, of 
joint-s^k ^coApanies, is made m^re de^taUed, showing 
sepamtely loans made t!> the di^'octors^ managers and 
other officers or the company* mvestments in Govern^ 
ment and other trust securities* fully and partly paid^ 
sh^as Of debentures of other conapanies* shares or deben^ 
turas of subsidiary companies and immovable properties^ 
and debts considered good a:.d’ those considered doubt¬ 
ful OF bad. The mode of valuation of the investments^ 
viz. cost or market value, has to be stated. The pre* 
vious distinction between secured and unaeLured debts 
has been retained. Every company must ditplay in its 
office a copy of^the statement of its financial position 
in the fcirm G, ^hichiia more condensed than the form 
F^, together with a copy of its last audited balance-sheet ’ 
in the foriji F. Every company, incorporated outside 
British Imlla and having an office in British India, has 
to display a copy of the statement in the form H which 
more condensed than the fprjn F, * 

(4) If the disectors of a company refuse to register % 
transfer of any shares, they must, within tw^\ months 
' a'ltcr the lodging of the transfer, send notice of the 
refusal to the transferor and^ tt^e transferee, 

' 4 , iPcopoBi^lB of the Reserve B^k or India'for. 9 . 11 ' 
Indian Sank Aet and ^further Amendiq/eiits of the 
Companies Ait-—^In 1939* thb Reserve Bank submitted 
n draft bill ^o ihe^Gcpernoient of India for the following 
reaKop. Recent,bank failures in South India had^ 

drawn the, public attention to tlie? necessity ot stricter** 
^legislative control over banks, (2) A majority-ofVnon-, 
A'heduled banlQ. were Aot prdviuing the returns or main-* 
tainivg' the ca^fih balances lerjuir^d by the Indiar. 
Companies Amendntcnt Act 1936, a.', th^grlmndj upheld 
by’the courts, tliatntljey did not fall witniji the defimtion 
ox bai^ilg corjtpanies ^ out in the ^ct, ^ *' 

i/ (21 The' \\ct did ndt provide sufficient ^jAterrent fyr ' 
'tiio^ banjia which were in real difficiAty, and it ^as in'^ 
8uc^ c^es that the intc4:^^ts of the depoaitqp^ taquh'«<F 
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to* be specially pi'otected. (4) Tii6 Act allo'wcii *com* 
panies registered before the beginning 1997 ^ oall 
themseJveg banJEs, evtix if they did not conduct backing 
business as defined irt^he Act/and to'rafusejtn comply 
jwith its provisions relating to banks. * 

(5) The services rendered by the smaller non^schediiled 
banks to Indian trade and industry were ^injall as com* 
^iared with the risks to jivhich they exposed credit 
structure td India, owing^to* tlieir vuhierability under 
adverse ct?nditions, caused by the folrowing drawbacks 
an ttieir organization and working :—(aj their capital 
structure was too small;* (b) jnost of them had p<for*re- 
serve fumfe, m the bulk of their net profits, were distri¬ 
buted as dividends; (c) many of them ^re reMly money-* 
lending institutions operating «'i lo^ag-teirp deposits 
rather than hanks operating on current accounts; and 
fd) they utilized most of their funds in loans aiid advances, 
which Had a ratio of 86 ger cent to deposits; ^and a con- 
^sid^rable portion of which wras unsecured, and had very 
small investments in gitt^dg^d securities* * 

, The G-overnment *of India, however, d^ided that the 
question undertaking comprehensive banking legisla-^ 
.tioTi should be |ield over ui^l after the War, and that In 
-the meanwhile interim sneaaures involving the tfiinimi^ 
■oA legislation should#We carried out to improve the ad¬ 
ministration *of that part of fre^IiMian Companioa Act 
which related to Hanking. Accordfngly,' ab. amendment, 
of Jthe Act made in 1942 has {irovid^d^hat sfij company^ 

,which uges the word bank, bankenor bankingof 
its name, shall be deemed to be a ^banking compSliyj' 
irrespecJtive whether the* business of accepting* depo¬ 
rts of money on current acoounf or o^tht^jrwis© aubjftct^fe 
'Withdrawal cheque br*order, is its ^incipal 
or not. TMs^Iips Cbme into force* from Ist November^ 
1943, Further amendments^ mai^ to 1944, are na IFcJ- 
.lows * —II) A bapk is prohibited empteying^ man^ 

.ibg a^ent/ of any ^tel-son whose Amnnaratipfi’^# 
jwhoap remuneratToii takes the fo^;tn of pftAnissnip or,' 
V share kbj^he profits of ^e tjompaiiyj ot 
i ' * 12 a 
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having a contract with the bank foi ita Ec:anageinent,. 
fofi A'^’perfod exceeding 5 years at 'a* time. (2) The fol* 
lowing restrictions are imposed orf a bstbk incorporated 
after 15th Jarraaly 193 /:—(a) i'he subscribed capital 
must not be less than half the authori^d.capital and the. 
paichup capital not.tess than half the subscribed capital, 
{bj The capitiJ ^must consist of ordinary shares onljj 
or ordinary anrf such preferen-^e' shares as were issued 
before Ist July 1944. (c)'TBc voting rights of all sharC'^ 
holders must be strictly in proportion to the contribution 
made by the .shareholders to the paid-up capitaL In 
order to give the existing bants time to comply with 
these restrictiofis, they are to come into Jforce from lat 
July 1946/ At first, it had been decided to postpone ther 
above legislationpuntii (ifter the end of the Wer, in view , 
of its controversial nature, but the following experience ' 
showed its urgency :—(1) A majority of the banks, started 
recently. Have Inadequate jjaid-up capital. (2) Some of 
these banks have issued preference and deferred ehj^res, 
in addition to ordinary sharefi/givipg preference share¬ 
holders no votihg rights, distributing deferred shares of 
a low nominal ^atue among the promoters and giving them 
tbe same voting rights'as thit^ holders of .ordinary shares 
(tf many times the value of the deferred shares, and^ 
calling up only a small amount of the nominally 
value of ordmdry 8Karca,'^6o as to ensure "a controlling 
voice.in the^'inanagement to an individual or a sanaJI 
group. Theee* devicois are dangerous not only to Ifche pre- 
fereh^ and’^ordinefry shareholders, but also to the depo;^^ 
«itors^* because they provide a strong temptation ^ the* 
management to indulge in unsafe or speculative business. 
The provisfem.of the law, prohibiting a baitk beiiig*. 
manjf^d by a managing agent other than^a bank, has 
been evaded by erit^fprising individuals, jfrko have^ started 
bf^nk^ and got* them^^lves appointed as their managing 
d/reoterra{ witK agreements with them for 2ft. years, .en- 
^soriltrg fttiefhsfslves hig’h salJries, and^ P^v 

the banka have declac^ a 

BFpfei^ed low . ** ■ * 
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to bonBolMate and amend-the law retatlRg to 
^iiailklng oempanlM.— The Gov^nme'nt of India 
-duced this hill hi tfiS| Central Legislature ’'at .the ftid of 
as it came acroi^.s several undestrE^ble featurfta in 
the^ organization and management of some of tlie new 
'biinks, which liad come into existenote in a large nurpber 
■on account ^f;the stiinylua provided^b^ war conditions. 
In April J945 it waa referred to a Select Committee of 
tile Central Legislative jfajiijrn^bly. It the follow^g 
provisions, which are in addition to QT in amendment 
■of those of the Indian Companies Act ;—Banking 
is defined the accepthig o{^ deposits repayable on de^ 
rriand. Tliis jyill remove the difficulties*created by 
definition givefti in the Amending Act of 1®36 that a 
banking cxanpany is a company on as its 

: principal business the accepting of deposits, (Ss) No cqJH- 
pany shall carry on the business of banking in British 
India unless it uses as part of its name at leasljjne of the 
words /bank^ii ‘banker' 'banking’. t3) No banking 
’coiflpany shall directly indire<‘.fly‘engage in any trade 

or buying or selling of goods, (4) Tf yi satisfaction or 
its dahneun the course of it^ banking busmess, any bank 
acquires aasets,,in whicli it^s not lawfuh for It to trans- 
^act businessshall dispfcse of such assets within *7 
JSftFs. *(5) Ne banking* company shall eipploy, i)r Se 
managed by^a person wtese spmuneration js on a scale 
disproportionate a«iording 40 ^he* nbrmal ^andards prev* 
vailing.in banking* business* t'o t^e*re»:>Virce& ot thq 
company 

• * (6) (A* No banking company ifi * exlst^ce on’^lel^ 
Januarji 1945 shall after-thd expiry of 2 years frofa th^ 
•comttieijcerne^ft of the jfet*C£rry*on buerhiesB in.Britiaii 
Ihdia, and no other bjinicitig eompaify shall'afi^j ^J>hh 
commencement rf>f t&e Act commence oti carry on business 
in^British IrfdiU ^unless it has a paid*pp capital dnd' 
reseWe (i) of not less than Eg. lO‘lakhs, if^it *has’.'a 
pIafce^ft%iAiues9 in* India cuitside^the^ g^rovityt^in 

has its princiml place of busi]:^^sg or*lf<j^ h^ jfe'' 
plincj^jql ^cc of business elBw^hcre,. hi India tha&3^- 
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British India or (ii> in a case to wlych cl^se (i) dp€f& 
Tiit aipply^; of not less tfean (a) Ks* lakhs in respect’ of 
a placjp of jbusinees at Bombay or (Calcutta plus (b) Ks. 2 
lakhs in respect of each v>ther town having a population 
of over 1 lakli ih which it has a place of business phjs^ 
(c) jRs. lOjOOQ in r^pect of each place of businesB else¬ 
where* Provided Ahat in the case a banking company to 
which only sub4jlauBe (c) of clftuste (ii) is applicable, the 
mioimum aniomt of paid-uf^ capital and reserve shall 
be Bfl* 1 lakh, and provided that no banking company 
shall be required to havo paid-up capital and reserve 
exceeding Es* 20 lakhs* (B) 'A banking company ^ in¬ 
corporated elsewhere than in British Indiaj'Or'the United 
Kingdom shall deemed to have complied with the pro¬ 
visions of sub-sefftion .(A) only if it keeps deposited with ^ 
the Reserve Bank an amount not lees than the amount ' 


required in^its case under that sub-section either in casli 
or in unem^umbered approved securities or partly in botlu 
(7) No banking cMji^ipany ^lall make ^j-ny loans^ or 
advances on the security of its,own ghaites or grant un-' 
secured loans or + advances to its directors or to itny con- 
<5erns in wliieb^it, or any qf its directors, is interested- 
(S) (A) No company incorporated elsewhere than in, 
British India or the n*K* wlueh^is not at the commence* 
ment»of tlie ^Act carrying on the <\UBineaa'of banking *in 
British 7ndia tihall 'Commr;nce such business in British 


India w^ithou'i^ previously obtaining ri licence from ^ the 
BeserVe Bank; (S) ^eforfe granting any such 'licence,, 
the maty require to be satisfied^that (ah 

.th^-company is incorporated in a country, the Govern- ' 
ment or law of which does not discriminate against 
banking compik'^ies registered in British India and (fc> 
the,cptirpany cotpriplies with all the pfovisjpns of the Act 
applicable to banking companies incorporated outside 
British India* , (c)-^ ^J^ie Reserve Bank may cancel xuy 
Jic'encR granted unSer t^is section op the breaejh of the? 

CoKidjtions ■ , ' ^ 

' (A),^AS;'er the fatpiiy of 2 years from the comn^ence-'' 
pf the Act / ev&vy LanMng company shall ipaintlid 
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tn cash, goy or utvsncumbercd approved ^ecuritieB, ^lued 
at The current market price, 8Cti«rioount npt \€&s 
per cent of its^ tim# and demand liabilities* in British 
Tndia. (E) All deposits kept hf a banS: with the Reaerve 
Bank shall be included in the above amount* (CV Every 
banking company shall within 2 wo^cing days fumi^b to 
the Reserve Bank a, we^ikly return in^'the pfescribed form, 
showing its daily liabilit^a and assets, (10) (AJ At the 
close of each year, the Jji Britislt' India of ev«ry 

banking company shall not be less than 75 per cent 
of its time, and demand^liabiliiies in British India, CB) 
Every banking company shrl! before 1st February in 
each year submit to the Reserve 3i!ink*a in the 

prescribed form of such assets and lialiilitiosr (C) Such 
aseeta slialt be deemed to inclndi such *p”omiHeory notea 
and bills of exchange as tlie Reserve Bank is empowered 
to discount and export bills drawn in India aad expressed 
in such currencies na approved J>y tije Reserve 
, Bcnk, 

(11) Every bank^g cijMipany shall, before the dor© 

the month succeeding that to which Ic relates, submit 
to the kieserve Bank a return in the prescribed form, 
showing its p^setg and liabilities in British India at tlie 
"end of^every jionth, fl2) At the end of each*calendar 
y^£ir, every fianking ^company incorporatud in British 
India, in repeat of all busjyicstf transaettd by it, and 
every banking company ^incorporated ''^tside ^British. 
India, in respect of all business Btransactiid .in^ British^ 
■Jndia, shall j>repare with reference ip that yCar-u'J^Jance- 
sheet and profit and loss account m'the forme 
in the‘schedule,'shall ge4 them audited by a certifiedh^ 
auditor* and shall furnish three* copipslihercof-"to 
'Reserve Bapltf ' (13) Every banking c-fti^pany/inforpo-^ 
rat^ outside,, but doing business ift India 

^difiplay in each of its offices m -u copy^of 

its. last audited balmce-aheert andl profit and ‘toss socoubI;^ ^ 
. **(14f tA) The Qentral Gofernment ■niayj^^tfNS' believ^^*^ 
iuteresta of the depositors comply*.' ^ 

or that fioiypany 

^ 12b ■ 
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ra^et its ol^ligationa or has made a default iti complying 
' wicn t^y of the provisiotrs of the Act, direct the Hesefv© 
Bankiiro inspect the botjks and acpiunts of the company 
dud make a report thereon to the Central Government, 
(B) Oil receipt of tjje report, the Central Government, 
^if it'ia satisfied thaljthe affairs of the banking company 
artr being cocidagved to the detriment of "the interests 
of its deposikirB, may (a) pro^»l.it the banking company 
ftoin receiving nresh deposits, or (b) if it is a scheduled 
, bank, direct its exclusion from the schedule or (c) direct 
"the Reserve Brnk to tipply for its winding-up or (d) 
act «ndi?r niore than one of the fore-going clauses/ (15) 
If a default *is mad^t in complying with tpe above pro¬ 
visions, every dinector or other officer of the conapany 
Who is kn*5iwingry and'wilfully a party to the default, 
fihail be liable to a fine not exceeding Kb. 600 for every 
day during ^hich the default continues, 

(16) If any biinkiug compary fails to comply witfj 
provisions 9 and 10,^the Reserve Bank shall by notice 
in writing make a demand to 4?he h^T^nkifig company to 
comply with the provisions within 30 days and if the 
.'^o^npany fojls do so, the Rcseiwe Bank shall"^apply to 
the court for the winding tip of the cojnpany* (17) 
Provision 10 of the Indian Companies Aipendme^it Act 
1936 regaidijjg the staying qf pu^eedings against?^^^ 
banking compiyiv is iijodifird limiting the" total period 
^of moratorium- to three months and, requiring a report 
df the Bank; instead of that of the Registrar, 

. that it^^ (jpinion *tbe company will be abl^ to pay its, ’ 
debts if the application of th^s company is granted, ^(18) 
/iVithput prejudice to t^c proj^is/on (f7) the court sljall 
oRler^ th^ winding up of a company, if it is un- ^ 

■able■ tef'meet any lawful demaini for'payK^ent within 2 
woijfeing days at any bf its offices located iit^places where 
tfta Reserve Bdnk Jia? offices or agencies and within*4^, 
ifrorking days at any of * its offices^ el#;ewhere:. or if the 
.il^serve applies to the court foi^ the'winding up v 

'ptt'-^ither OT. the following grounds :—(a) that t| appeary^ 
from/thc results of'^n inspeetion th^t the afif&irs''of-the ^ 
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couijjany ailt beiu^f conducted lo tKe detriment of' the 
inlH 3 re&tfi of its def^iitors, or (b^ that the* oonfpijtirf htT-; 
failed to comply with *tjje provisions 9 and 10 tuentinned 
ubpye and with a notice aerveef upon It ’flis provided in 
•(16) above* (19) The Court shall not make any order stay¬ 
ing the proctiedinga for the winding up of any company, 
unless it ie satisfied thaf an arrangemeif^ hits* been made 
whercb}' the company ca^^pay its depositors in* full as 
their claims ^*ccmc. (20)^h« Reserve Bank shall be 
appointed as the official liquidator in relation to the 
winding up, by Court of, a banking conipunj'* and shall 
submit a preliminary report to the Court within two 
months, to enable the Court to order ftie payment of 
a preliminary dividend* (21) The Court may dispense 
•with any meetings of creditors ffi the *'uppointment of 
a committeo of inspection, to avoid delay and expense* 
(22) Ko, bnnking comjiany may be volimtiLiily wound 
up unless the Reserve certifies tlmt th^ company 

is able to pay^in full all its debts to*ifcs creditors as they 
accrue *apd the Coi^ft shaH, on the application of the 
fReserve Bank^ order the winding up xjt the company 
by the CArt, if at any stagcidui'ing the Msluntary wind¬ 
ing up, the cgnlpany is not-*'able jo meet such debts* * 

' (2d} ^A) Th^ Central <lovcrnmcnt may, on ft reprif- 
^eittfbtion made by tiiti Reserve Bank, suspend ior a 
period not cTtceeding GO days* the. operaof all or 
any *ot the above pitovisions cither gencral/y or in^ rela¬ 
tion to *aTiy specified banking company. 1[Ii) In a case- 
jTjf speciaWejq^rgency, the Governorthe Etfeerve'^Pant, 
*or in .bis absence a Deputy* Governor, may act iy like* 
■^mannerrand if he does srw shall report the matter to* 
Central Gov eminent^ forthwith, The Centr^J 

Government,nAy extend from time, the ^riod 

of tb* above c;usi>ension for such excaedlpg* 

OO ffays at any one time, as it thin^ ^ • 

The^aboxte ^bill is^cjpen to the** following ^■c^'itjcis^ 

.<l5 Ife principal gbject is ilie protectfcn ,WvMfepoigih)iit^i 
a^d riot tlje welfare of the countiy,*^ {2(J It pl^a JbAriJca 
^e!>EpQ^tw" in the ]D*K. <oiiitbe; 6^| footi;i;i^ M baAios ‘ 
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registered in Britisti India, a& regards restriction b im^ 
-^'^eclpiiptfn banks regist^ered elsewhere than in British 
Indian But it frees them from r^trictiojis imposed on 
banks registered 9i BritiSli India, This is likely to pro¬ 
mote linfair competition, harmful to the growth of British 
Indian banks, (3) < It places banks registered in Indian 
States on thoosanio footing as those registered in foreign 
countriegi. (4) It does not regu’jite the operations of indi¬ 
genous bankers^ (5) The^rJ?j*airetnent of Rs, I lakh as 
the niiniujum paid-up capital cannot be regarded too 
high, on iiGcoui^t of the far easier money coiviitions pre- 
yaiUng" since 1942, But the other capital requirements 
■will hann the growjth of the smaller baifks.’ The pre¬ 
sumption that arbank operates over the entire area of 
a dty in which‘-it office or tlmt all its citiKcna 

are potential depositors of the bank, is not true, especially 
in the case -of the smaller banks. Preventing thqm from 
having in^lhe larger cities will deprive certain sec¬ 

tions of the people gf ihese cities, and esheciall;v sn ail 


business men, of the credit g;trvicea> which th^y alone 
can render to Lh^we sectionH. Furthei j they will be pre-* 
^vented from ce: tinning theis present activity c^' collect* 
in*g deposits from the larger dMes and prctviding banking 
facilities with them in the smAfler towrfs, Mtp^eover, 
it is rldiciiloui to lay down tliiit having its hedS' 

office in S\ io'^m neat' tljie boundary of a province, must 
^not be allowed To open libv^l nch in a neighbouring town, 
Vith which jt^'has su close commercial connection and 
wliicl^'3 a feV^railes away in the adioining pno-,; 
viuiVjaWitliout having a paid;Op capital of Its, 20 l^kba, 
■but that it can open offices aj; the other end of its pm-' 
hundred?" of mites way^ or in distant ^Indiaii^ 
State^i without /his restriction, ' (6)t Tha provision re¬ 
garding the keeph^* of 23 per cent liqUy assets jvill 
htviiiper the srrmlleu l^inks for the following reasons';—., 
{aVa J’Sirrge part^of their advances is sei^soual feyr fitianeing 
j(grieuituJe'a«?t^ this provides"'fairly Vde^uatS liqufdlby of i 
asggt^, ^ (l^,?hey receive deprjsits at highdr rates 
iW^ar^ areas, wh^h'arS u^lescted by the bi^*erbapks.*j 



■ SAVING AND INVBgTMEN?^ , »9 

• 40 j, 

- , , * , 

These areas will be deprived of banking facilities, if,this 

restriction ii imposed* (c) Wliiie the fime jof 

the bigger bank» are’^^nly J of tiieir total ‘depjjsits/they 

are at least ^ in the ease of tiie stn^ller banks* *^'The 

liquidity should be 33} and 10 per cent of deinamd and 

time deposits respectively* This will'^ve a tota^liquidSty 

of abouti 27^3 end 22'per cent for thd'bjgger and eriialler 

banks respectively* Moreover, the liquid *afeeta should 

include the deposits of smaller banks With the 

sclicdiiled banks and their investments in securities issued 

by the Governments of the larger Indian States* I’m* 

ther, the i\eservc Bank "Act should be atnended to en-^ 

able the Reserve Baiik to extend and liberalise ita redis-^ 

counting facilities which are very r^stricted"^ at present* 

^ (7) 75 pei; cent of the assets sliqu^d be* kept in British 

' India at the end not merely of each calendar'year, ljut 

also of every week* (8) As the bill seeks give very 

large peWers to the Reserve Bank, the Bank i>-4>nld really 

be ^ national* institution and iiof; merely a X^epartment 

of the,GoverniDeiit of as it has been so far* 


d\tAr’^m xrv 

¥ , * 

SaiTitiig a;}(^ * 

*6 1 * Thdr^jgtsent |K>8ltton*—The df ban4ti ; t 

a coTnumnity depends vitulfifc' up^>n the growth of ^ving 
and iiiYjsstniertt in it* Tho*lattei^ in turq depend oq tW 
having capacity of the.pscple, their ■‘-will’to saye,, ana 
facilities for*investT?icnt* Most of the ??rovincial®B^ik* 
^ng^ornmittees 'have mentioned thali, tLo saving cajia^ity 
.tjf the Mriculturists, who make u^\the larger portion 
fte Itj<JJan.^gmitiudit^, is tfrpalj even in good’^eafe* 
'^fise.^ew welbto-do agriculturists, who fcam^^Vubstairi 
t^rily'ie ggod years, use their for the' 
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of Imh or ornaments> or for monejt-Iendidg' operations. 
A lar^e proportion erf the landlords are said tc^be in finan- 
oAl '^difficulties. Morev)ver, thei** wealth, consisting 
chiefly of 5and, cannot ipaterially increase the resources 
of the cajital inarket in India. 

The salaried and^ professional sections of the middle ‘ 
clasps aregenerally'c^atisfied with a low but'secure yield 
from their errvestmenta, and so prefer deposits in post 
office savings banks or cornrj.orcial banka, postal cash 
certificates, or Government securiticR to joint-stock 
securities. A large profK>rtion of the wcll^to^do classes 
show a simihir preference. The comraerual classes 
invest their savings to sonie extent in joint-stock securi¬ 
ties, but a .sul>Rtantial proportion of them also prefer 
bhort-term deposha in banks, Government treasury bills, 
and the purchase or *fnortgage of land and buildings. 
Orthodox Molianunedans generally invest their savings in 
land, because their religion prohibits receipt of interest. 

Next to' Jand>^ ornaments ar3 the most nopular form 
of investment throughout the country. This is 'so, fie- 
eause they have always pla^tjd aia. important part in 
social ceremonies sanctioned by religion or custom. 
Moreover, this-^oreference was promoted by thil absence 
oi banking fiicilitieSt of facifciiea for safe' investment, of 
qJiick realisahility of other investments, and of secufity 
of property. The Hindu hra^of inheritance which maiea 
women ineli^it^je for, roce^'iPg any share of immovable 
property, has also led to the jiractice of giving stridh'izi 
to wom^ei} in the form" of ornaments at the time' of 
marr .ge/' floweverj Viih the growth of edv.nation, and 
th*e e^jKinSion of b'anking and ^/ivestinent facilitiesv this 
^tincient custom of putting savings into ornaments has. 
^Steady'commenced to deel>n^, and with the further, 
pgrowili of thesfr favourable factors. conSbisUed with a 
widespread propaganda for tuiTiing individual saving^ to, 
produ6tive uses, the Adeline of this custom will be aoce- 
loVatOu in the ' immediate; future, irpjtkir^ ^m irihre^in^ 
^fiare of ^^thWpmruuDity'a savings available for increasing ■ 
•tlv2 of tjie Tndi^n banking system, , . ' 
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2; ^u^es^Ions for devalopinj saving and Inv^mimt 

Altfiougii- the iioardf>y)f wealth the country ai£ itST 
large, as ahown*by the* Banking Coni;pitteee* the'iom* 
niet;cial and co-operative bankg have already succeeded in 
•tapping a proportion of them and of.^tlie current saviiigB, 
of the peopl«. A substantial portion; of both,, however, 
still remains to be tapped and. therefor^ H fe necessary 
to conduct an extensive systematic jjropaganda for 
promoting the saving and mtsestment tfabit among the 
people, and to increase the facilities for*investment. The 
Provincial %nd Central Banking Corntnittees^are ponfi- 
denfc that, if this is done, the 'response of^the people will 
be large anS qipek. They have, therefore, suggested the 
establishment of thrift and savings asB^ciationa all over 
ithe country similar to the NaiionM Savhiss AK^sociations 
in England* They wult be able to develop the gavmg 
jitibit arpong persona of small means, tr> reTpove their 
timidity, and to make them familiar Witlpsufe J^et paying 
t^nvcstncpeTits, by systematic education and propaganda 
for solSill savings, sufi^lying means for their toUeci^ 
tion, and by pooling them for profitable" investment in 
sound securities* Lessons thrift investment 


should also be included irffechool' curricula, home 
.*;avingfr safes should be itiade available to the public b/* 
th#“above associatioiis^and hv ipint-stock and co-operative 


banks. /-iX • 

^ substantial increase in of ^hetpies is another 

indication of the expansioi'i Hanking Itabit ^mong'' 

,^e people ^ India* A larr^^ piTOportion of'^He 
howev^r^ cannot use chei^s^, or underatand the facilities* 
and the security that they offer, ojp'ihg to their ignorance 
W the Ungliab language,. There is, tberdiore, a 
demand for §i€^^use*’pf vernacular scripts in the ^tidusv 
fielde* of banking/ including cb^quej,' pass-books apd ■ 
payAg-in-slips;-and this reform wiP do mtich to expaoif 
tiin hawWfntf hfthit •atnonff tfce 'The 


adoption oi a common^po«y yi Hiia mai 

also «Qit(0aTOiir reduce ^he 
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involved in cashing' cheques, and slicnld iijduce tradei-B 
^^neriShaiits to use cheques as i'lr as poasibl^, iir the 
settl^enient of up-country market 'iraiisabtioils m respect 
of the uioycTrient''of cropb. Further, they should provide 


adequate facilities for the transfer of funds from one 
cefjtre to atiother,/oecause the circulation of cheques in 
tke money inarjk^t and the mobility of banking resources 
depend much upon these facil'tiek* Finally, (Tovernineut 
should allow thV payment jfVaiid revenue and other dues 


by cheques into district treasuries and taluka sub- 
treasuries in the same way in which it allows such pay* 
ment at present into the ranches of the Ini{>enal Bank, 
and it and h^tal hf^dies should make all payments by 
cheques as far qs ixmsible. 

In Chanter YI wc htive examined the scope for extend¬ 
ing investment fucilities by means of jKJSt office savings 
banks, postal cash certilicates, purchase and sale of 
Goverrmic^*t securities through post offices, and msurancj 
companies. ' 

The banks can increase t'\^? populcrii^y of investment 
in trust sectn'itiew, by lowering their chargee to the, 

f mbJic for^ the purchase and sale of these securities, and' 
or the collection of,interest, safe custody, and other 
rervice^^regarding them, and iSj offering faVourable termu 
to the public for the purchase newly issued Securities' 
in inati*lm*^its, as Hhe Kfi^Srial Bank liaA^ been doing, 
Ab regardvestment ir Ihdustriiir securities, although 
‘joint-stock ,co!npani^i a, reasonable guai^tee*of 

good "iViUfriagemerii ar'^. prd^oects do not have much diffi- 
duYty; in securing’' the requi'Vf. capital in ‘fionnal timek-,' 
fcfiere is no regular investmfent'^ market in India', and in- 
"-vestiHent banks, with‘ an organization for examining 
soun<fnesa of nrw industrial securities, and undcrw'riti^ 
apd marketing tliffm, do not yet tAist' in'' the' country, 
;Siich bants\can Ifeij^much in the e&tablisliment of lamnd 
Jom^^anies, lEf promotirg the sale o/^tljeir secun'ties,-fin’d 
JO ej'e^ting njablie confidehce in 'such eefluiltiea, 

«uch^ ih^itutidiTis established on “the lines 

and mori .'etdek' exphapges we brou £it into eix;*: 



/8A1TOG AlTD^ INVESTMENT 

teDCOr tbe bcAiks should take up the purchase Vud 

said o f thes e Wc^ritles for their clients on a commiiaiajj^ 
haaie.*^ j **• ^ ^ 

The debentures issued by well-conduc^pd oompafliea 
enjoying a good standing and reputation are readily 
marketable at a good priee, but theiv* quantity 
and the demind for them is only from a smalK class rf 
investors, who want a little higher yield 6n*tlieir invest* 
ments than that given by iJM'ssjpraent eeqaerities, but whp 
are not prepared to go in for risky in^vestments, Buch 
as the shares of corajpanies. Moreover, even demand 
fluctuates wrth the varyihg fortunes of fhe^nduatriea 
concerned* ■ ■ ■ * 

Provident fuiids are very useful in ^romcJltng thrift 
and savings, of employees* Until r^^ntiy^the employees 
if Government, railways and other public bodies on^ 
cloyed the benefits of these funds. But no’^^ they are^ 
l^^ing^rflnted to the employees of charitable jtnd edu¬ 
cational ^nstitutionsj and commercial and industrial con¬ 
cerns aU over India. Souj^f of the Ijanks give special ^ 
JUitea of ihterest on flie deposit of thea^^tf jnds* They 
Should giva all possible help ensure the <^,)jccefla of such . 
schemes* Provident or benefit societies, ‘which coIlectT 
gmall syjiis re^Jiilarly fronytheir mcrriberij, hold tiiem ir<^ 
sofisbinvestmentif, and give their benefit to the ^ontribrtora 
ill seme form^ have come e^sicnce i?fa^oitte pro¬ 

vinces* Tn^adrus, sseveral i^^his and Clfit^Funds per- 
fornv this function, hive %rjsen owing 

^ the a1^ei[jce of a regulation 

iJcietie/, and They will iiKyt J^se in fiilure. An All-Indld 
Act, therefore, should be to regulate their working, 

dh* the Hnes of the English Indtstriji^l L'od Provtdfenjt'^^f 
Sociefies Act. 





